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Memo to: All researchers, space 
buyers and advertisers 


Re: BARNARD STATISTICAL LIBRARY 


Now, the latest marketing measurement statistics, embodied in over a 
quarter million punch cards, are available to you for analysis. 


tabulations of the following data for each U. S. county or specified terri- 
tory: 
1. Current media circulation (all A. B. C. newspapers and major 
magazines) 
. Per cent of family coverage 
Advertising expenditure—by medium and sales territory 
Ratio of advertising expenditure to actual sales 


Comparison of various media (cost, circulation and coverage) 
Sales potentials 


. Or other statistical measurement devices 


MAY RYN 


| 
| 
Utilization of these punch cards effect speedy, accurate and economical 


This file is being made available to all interested parties for the cost of 


tabulating only. Initial installations and current upkeep is borne solely 
by our organization. 


Data available includes: 
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4. 1947 Manufacturers’ Census Figures 
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*6. No. of Employees—$ Value Added—For Major Industry Groups 


* (in cooperation with Dr. Jay M. Gould of Market Statistics, 
Inc.) 


We would be glad to discuss applications of this file to any project you 
may be contemplating. 


Barnard, Inc. 


A completely independent organization 


93 Park Ave. N.Y.C. 16 Murray Hill 9-6250 
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By Lyndon O. Brown, Dancer-Fitzgerald-Sample Inc. 
A comprehensive textbook bringing into one source the best professional 
practice in the field today. Provides a broad understanding of research—its 
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By Alfred Gross and Dale Houghton, both of 
New York University 
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the company and its consumers. 434 pages, 16 illustrations 


PUBLIC RELATIONS 


By William A. Nielander, Hofstra College 
and Raymond W. Miller, Harvard University 


Based on the authors’ extensive experience as teachers and professional 
counselors, this textbook presents the basic concepts of the field of public 
relations and shows how these find daily expression in a wide variety of 
proven techniques. 398 pages, 4 illustrations 


MARKETING RESEARCH PRACTICE 


By Donald M. Hobart, Director of Research 
The Curtis Publishing Company 


Detailed presentation of the market research techniques developed and 


practiced by the Curtis Publishing Company, a pioneer in the field. Ten 


case studies help to give the book wide appeal as a supplementary text. 
472 pages, 30 illustrations 


ECONOMICS OF 
INCOME AND CONSUMPTION 


By Helen G. Canoyer and Roland S. Vaile, both of the 
University of Minnesota 


This textbook gives the consumer-student a more useful understanding 
of the simple, unchanging laws of economics by showing how the income 
of an economy is distributed to the various factors of production—how the 
consumer’s share of this income is used to direct future production, 355 
pages, 37 illustrations, 55 tables 
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MARKETING 
IN THE AMERICAN ECONOMY 


By ROLAND 5S. VAILE 


Professor of Economics and Marketing, University of Minnesota 


E. T. GRETHER 


Flood Professor of Economics and Dean of the School of Business 
Administration, University of California, Berkeley 


and REAVIS COX 
Professor of Marketing, Wharton School of Finance and Commerce, 
University of Pennsylvania 


This distinctive new basic textbook presents marketing as 
a complex and vital economic institution which has come of 
age as a social force. It recognizes that students must have 
not only a clear understanding of why marketing exists and 
how it is carried out in the American economy, but that they 
must also be enabled to judge how well it discharges both 
its social and economic tasks. The book’s reasoned and pur- 
poseful chapters examine marketing as the prime force be- 
hind the allocation and use of resources, the distribution of 
private income, and the supplying of dynamics to the 
American production-consumption program. Considera- 
tion is given to measurements of national income, and to 
the economic and psychologic aspects of demand. Thor- 
oughly analyzes specialization and integration, and the 
problems of buying, selling, and pricing. Examines the na- 
ture and purposes of interregional marketing, and market- 
ing efficiency and control. Final chapters discuss the grow- 


ing importance of government agencies in marketing affairs. 
Approx. 730 pages, 26 illustrations, 77 tables. 


Examination Copies Available 
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HE consumer finance company is a 
Eten institution engaged in the 
retailing of money and in rendering 
budgeting and counseling services. Its 
costs of operation and rates of charge 
have been the highest of all the major 
agencies serving the consumer borrower; 
yet, next to the commercial bank, it is 
the most important source of consumer 
instalment loans.1 

An examination of the consumer fi- 
nance company’s market and operations, 
both of which have been subject to par- 
ticular influences and restrictions, and an 
analysis of its periods of cost and rate re- 

*The major agencies, with the amounts of their 
consumer instalment loan outstandings as of October 
$1, 1951, were as follows: commercial banks, $2,- 
523,000,000; consumer finance companies, $1,191,- 
000,000; credit unions $535,000,000; industrial banks, 
$299,000,000; industrial loan companies, $222,000,- 


000; miscellaneous lenders, $168,000,000. Federal Re- 
serve Bulletin, December 1951, p. 1,580. 
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CLYDE WILLIAM PHELPS 
University of Southern California 


ductions, during which the determining 
factors differed in relative importance, 
may prove instructive to students of eco- 
nomics, marketing, finance, and sociol- 
ogy, and also to legislators. 


THE NATURE OF THE INSTITUTION 
AND ITs MARKET 


The Consumer Finance Company 


Those retailers of consumer instal- 
ment loans which have recently adopted 
the designation “consumer finance com- 
panies” are the lending institutions 
which have been known for many years 
as small loan companies or personal fi- 
nance companies operating under state 
legislation based upon the Uniform 
Small Loan Law. At the end of 1946, the 
name of the national trade association 
was changed from American Association 
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of Personal Finance Companies to Na- 
tional Consumer Finance Association, 
and the title of the association’s monthly 
publication was changed from Small 
Loan News to Consumer Finance News. 
The major reason for these changes in 
names is the fact that the companies have 
in recent years been making large, as well 
as small (i.e., under $300), loans to con- 
sumers. 

The 1951 Roster of the National Con- 
sumer Finance Association listed 6,738 
licensed consumer finance offices as of 
September 1, 1951, the largest number in 
the history of the business.? In volume of 
loans made, the year 1951 established a 
new record. The companies made nearly 
10 million loans for more than two bil- 
lion three hundred million dollars. The 
outstanding balances at the year-end ex- 
ceeded one billion two hundred million 
dollars, another all-time record. 

The consumer finance companies 
which are members of the Association 
operate in 36 states. In 31 of these states 
legislation based on the Uniform Small 
Loan Law is generally regarded as “ef- 
fective” from the viewpoints of protect- 
ing the consumer borrower and of per- 
mitting successful operation of a licensed 
loan service.* These 31 states include the 
principal industrial areas and contain 
more than 70 per cent of the total (more 
than 80 per cent of the urban) popula- 
tion of the United States.* Some Ameri- 
can companies also have Canadian sub- 
sidiaries which operate in Canada. 

The consumer finance company is a 
specialized type of mass finance agency 

2 Roster of Consumer Finance Companies in the 
United States (Washington, D.C.: National Con- 
sumer Finance Association, 1951). 

* Small Loan Laws of the United States (8th ed.; 
Jaffrey, N. H.: Pollak Foundation for Economic Re- 
search, 1949) lists 30 states. The legislation adopted 
in Missouri in 1951 would add it to the effective 


states. 
‘ Ibid., p. 26. 


differing from other major sources of 
consumer instalment loans, among 
other ways, with regard to risk assumed 
or security accepted (it lends mainly on 
chattel mortgages and unsecured notes), 
the smallness of the loans it is willing to 
make, the budgeting and counseling 
services it renders, the occupational and 
income classes of borrowers it serves, the 
maximum size of loan it is permitted by 
law to make, and—in consequence of 
these differences—its costs of operation 
and rates of charge to consumers.® Also, 
it differs from commercial banks with re- 
gard to the sources of the funds which it 
lends to families. 

From World War I until the late 
1930's, when they yielded place to com- 
mercial banks, consumer finance com- 
panies were the principal source of con- 
sumer instalment loans. In the war years 
of 1943 and 1944 the companies led in 
dollar volume of loans outstanding. 
Again since 1945 the proportion of the 
business done by consumer finance com- 
panies has declined, even though their 
lending activities have greatly increased 
in terms of absolute dollar volume, as in- 
dicated by Table 1. As the consumer in- 
stalment loan market expanded after 
World War II, most of the expansion 
occurred in areas which naturally fell to 
competing institutions. 

When we turn from measuring the 
consumer instalment loan market in 
terms of dollar volume and measure it in 
terms of number of families served, it 

* Various aspects of the specialized nature of the 
consumer finance company are considered in histori- 
cal treatments of the business by Louis N. Robinson 
and Rolf Nugent, Regulation of the Small Loan 
Business (New York: Russell Sage Foundation, 
1935) and M. R. Neifeld, Personal Finance Comes of 
Age (New York: Harpers, 1939); differences be- 
tween the companies and banks have been analyzed 
by Ernst A. Dauer, Comparative Operating Experi- 
ence of Consumer Financing Agencies and Com- 


mercial Banks, 1929-1941 (New York: National Bu- 
reau of Economic Research, 1944). 
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TABLE 1.—CONSUMER INSTALMENT LOANS OUTSTANDING AT THE END OF 
SPECIFIED YEARS, By TyPE oF LENDER 
(Estimates. In millions of dollars) 
Consumer Industrial 

Finance Indus- Loan Miscel- 

Commer- Compa- Credit trial Compa- laneous 

End of Year Total cial Banks nies Unions Banks nies Lenders 
1929 643 43 263 23 219 95 
1933 466 29 246 20 121 50 
1939 1,442 523 448 135 131 99 96 
1940 1,699 692 498 174 132 104 99 
1941 1,858 784 531 200 134 107 102 
1942 1,225 426 417 130 89 72 91 
1943 996 316 364 104 67 59 86 
1944 1,057 357 384 190 68 60 88 
1945 1,258 477 439 103 76 70 93 
1946 2,030 956 597 153 117 98 109 
1947 2,780 1,435 701 225 166 134 119 
1948 3,333 1,709 817 312 204 160 131 
1949 3,849 1,951 929 402 250 175 142 
1950 4,691 2,431 1,084 525 291 203 157 
1951 (Oct. 31) 4,938 2,523 1,191 535 299 222 168 


Source: Federal Reserve Bulletin, December, 1951, p. 1,580. 


seems probable that the portion of all 
families served by the consumer finance 
companies has not declined. The increase 
in the dollar volume of consumer instal- 
ment loan business done by commercial 
banks since World War II has taken the 
form largely of loans of considerable size 
for the purchase of durable goods, chiefly 
automobiles. 


The Uniform Small Loan Law 


Consumer finance companies came 
into being as a result of studies and ac- 
tivities undertaken by social agencies.® 
Fifty years ago “loan sharkery”’ was a na- 
tional disgrace. Prohibitory usury laws 
and relief in the bankruptcy court had 
proved to be no solution to a pressing na- 
tional problem. From 1900 to 1910 there 
was a period of utter futility for the av- 
erage family in need of consumer loan 
services.? 

In the ’Teens, the Russell Sage Foun- 
dation studies (which had begun in 1907) 
unfolded the framework of a solution 


* Robert W. Kelso, Social Background of the Small 
Loan Business in the United States (Ann Arbor: 
University of Michigan, 1948), pp. 33-36. 

* Consumer Finance News, January 1950, p. 16. 


based upon the conclusion that the need 
among low-income families for credit 
service was real and not imaginary; was 
an unavoidable need and not a deliberate 
disregard for the basic principles of 
thrift. For the first time the idea of solv- 
ing the problem by creating a legally 
regulated credit service institution was 
implemented by a recognized welfare or- 
ganization of unquestioned motive and 
integrity.® 

The first draft of the Uniform Small 
Loan Law was completed in 1916. State 
legislation based upon this model law 
was adopted in 1917 by Illinois, Indiana, 
Maine, New Hampshire, and Utah. 
Within a dozen years 15 more states had 
enacted similar legislation, and others 
followed later.?° 

The Uniform Small Loan Law pre- 
scribed a maximum loan limit and a 
maximum rate of charge, specified the 

*D. J. Gallert, W. S. Hilborn, and Geoffrey May, 
Small Loan Legislation (New York: Russell Sage 
Foundation, 1932), pp. 35-71, 89-98. 

* Charles O. Hardy, editor, Consumer Credit and 
its Uses (New York: Prentice-Hall, 1938), pp. 15-17. 

* F. B. Hubachek, “The Development of Regula- 


tory Small Loan Laws,” Law and Contemporary 
Problems, Vol. VIII, No. 1, Winter 1941, p. 113. 
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method of computing charges, provided 
for prepayment privileges and detailed 
written statements to borrowers, pro- 
hibited judgment notes, wage buying, 
subterfuges, false and misleading adver- 
tising, and other abuses, required licens- 
ing and rigid state supervision, and au- 
thorized severe penalties." 

The theory of the Uniform Small 
Loan Law was (1) to attract commercial 
capital into the consumer loan field by 
legalizing a rate of charge sufficient to 
cover the high cost of providing small 
loans repayable in instalments, and (2) 
to prevent abuse of borrowers by lend- 
ers.!? Although rates from 120 per cent 
to 240 per cent per annum and more 
were prevalent throughout the country 
before the enactment of legislation based 
upon the Uniform Small Loan Law, 
these high rates did not bring about an 
adequate supply of funds for loans to 
consumers. Such rates were illegal in all 
states and the volume of unlicensed lend- 
ing was hampered by the need for con- 
ducting operations on the quiet and in 
fear of law enforcement agencies.%* 

The Uniform Small Loan Law marked 
a revolution in thinking with regard to 
interest rates, a victory of reason over 
emotion. Emotionally, man’s thinking 
for centuries had been wedded to the 
idea that the correct, right, and just rate 
for the use of money was about “‘six per 


4 Ibid., pp. 115-118, 138-145. Improved drafts of 
the model law were drawn by the Russell Sage Foun- 
dation in 1918, 1919, 1923, 1932, 1935, and 1942 (the 
Seventh Draft). 

"The groundwork was laid by the studies made 
by two graduate students at Columbia University: 
Clarence W. Wassam, The Salary Loan Business in 
New York City (New York: Charities Publication 
Committee, 1908), and Arthur H. Ham, The Chattel 
Loan Business (New York: Charities Publication 
Committee, 1909). 

*Louis N. Robinson and Rolf Nugent, op. cit., 
pp. 48-73. 


cent” or less.1* But the Russell Sage 
Foundation, other social agencies, and 
students of the problem discovered from 
the actual operating experience of phil- 
anthropic remedial loan societies, estab- 
lished in the early years of this century, 
that the actual dollar cost of making, 
servicing, and collecting a small loan, 
when expressed as a percentage of the 
small amount of the loan, amounted to 
many times six per cent per annum.’ 

The Uniform Small Loan Law refused 
to let lenders licensed under it disguise 
the high cost of consumer instalment 
loans by stating charges as 5 or 6 per cent 
discount plus various fees, which was the 
practice of unlicensed “loan shark” Jend- 
ers and is still the practice of consumer 
lenders other than consumer finance 
companies and credit unions. The model 
law insisted that the entire charge should 
be stated as a rate of simple interest on 
actual unpaid balances for the actual 
days outstanding. Since 1932 the model 
law has prohibited additional fees or 
charges of any kind. 


The Market 


The consumer instalment loan market 
is not a single market in which all the 
different types of consumer lending agen- 
cies are marketing an identical service to 
the same group of consumer borrowers. 
Even in one city, or a part of a city, the 
consumer instalment loan market is a 
series of loosely connected and overlap: 
ping markets in which different types of 
lenders are offering different kinds of 
loan services to various groups of con- 
sumer borrowers who differ as to occupa- 
tion, income, collateral or security, de- 


“Edmund Whittaker, A History of Economic 
Ideas (New York: Longmans Green & Co., 1940), 
PP- 524, 527- 

* Arthur H. Ham, “Report of the Year’s Progress,” 
Bulletin of the National Federation of Remedial 
Loan Associations, 1913, p. 8. 
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sire for privacy, speed of service, and so 
on. 

Paraphrasing Drewnowski, we might 
say that the consumer instalment loan 
market is a system of “particular markets, 
combined with a network of interde- 
pendability, i.e., of complementarity and 
competitiveness between” the individual 
loan services.!® To put it in other words, 
the consumer finance companies are not 
directly competing with the banks and 
other consumer lending agencies for the 
business of the very same group of con- 
sumer borrowers. The competing lend- 
ing agencies are serving largely different 
groups which overlap to a certain ex- 
tent.!7 

The consumer instalment loan market 
has been characterized as being one dis- 
tinguished by obligopoly with product 
differentiation.1* That is to say, the mar- 
ket differs from the classical model of 
pure competition in two ways. First, 
there are relatively few sellers competing 
(oligopoly) rather than a very great num- 
ber of sellers, as posited by pure competi- 
tion. Second, these sellers are offering 
more or less similar but not identical 
services to borrowers (product differen- 
tiation) rather than a homogeneous serv- 
ice or product, as visualized by pure com- 
petition. Here, then, we are considering 
one of the oligopolists—-the consumer 
finance company—and the market for its 
differentiated product. 

*Jan Drewnowski, “The Classification of Com- 
modities and the Problems of Competition and 
Monopoly,” Studja Ekonomiczne, Krakow, II (1935), 
Pp. 51, cited by Robert Triffin, Monopolistic Com- 
petition and General Equilibrium Theory (Cam- 
bridge: Harvard University Press, 1941), p. 91. 

*“Current bank surveys show only a five to eight 
per cent overlap between their personal loan service 
and that of consumer finance companies.”—The 
Business of Making Small Loans to Michigan Fami- 
lies (Lansing, Mich.: Michigan Consumer Finance 
Association, 1950), p. 2. 
*Clyde William Phelps, “Monopolistic and Im- 


perfect Competition in Consumer Loans,” THE JOUR- 
NAL OF MARKETING, April 1944. 


An approach toward an understanding 
of the market of the consumer finance 
companies may be made by indicating 
its various boundaries or dimensions, 
some of which are sharply and definitely 
outlined, while others, although real, 
shade off gradually into the markets of 
the banks or other competitors, or into 
the “no-man’s land” of all consumer lend- 
ers, in exemplification of the principle of 
continuity which Marshall so frequently 
emphasized.”® 

The market’s boundaries geographi- 
cally are restricted largely to the 1 states 
having effective legislation based upon 
the Uniform Small Loan Law, although 
it might be said that this market then 
shades off through three more states hav- 
ing less effective legislation (Nevada, 
New Mexico, and Oklahoma), and then 
through ten more jurisdictions having 
largely or wholly inoperative laws (Ala- 
bama, Arkansas, Delaware, District of 
Columbia, Georgia, Mississippi, North 
Carolina, Tennessee, Texas, and Wy- 
oming), and finally comes to a complete 
stop at the borders of the remaining five 
states: Kansas, Montana, North and 
South Dakota, and South Carolina, which 
have no small loan laws at all.” 

Otlier limits to the market are set by 
the maxima established by law for rates 
of charge and for sizes of loans, which 
vary from state to state. 

Less clearly defined, but nevertheless 
very real, limits are set to the market of 
the consumer finance company by the 
characteristics of consumer borrowers.”! 

* Alfred Marshall, Principles of Economics (8th 
ed.; New York: Macmillan, 1948), p. ix et passim. 

* An evaluation of the legislation in the various 
states may be found in Small Loan Laws in the 
United States, op. cit. 

™ An early detailed statistical study restricted to 
the characteristics of the borrowers which make up 
the clientele of the companies was done by Louis 
N. Robinson and Maude E. Stearns, Ten Thou- 


sand Small Loans (New York: Russell Sage Founda- 
tion, 1930); a later study covering borrower char- 


on 
att, 
3 
44 
> 
on 
lod 


402 


THE JOURNAL OF MARKETING 


It has been said that markets are people. 
The people who constitute the market 
for the services offered by the consumer 
finance companies include those whose 
needs are for relatively small amounts, 
those whose situations represent more 
than ordinary risk even though their 
needs may be for financing somewhat 
larger amounts, those who do not possess 
assets that could qualify as true “‘secu- 
rity” for a loan, and those who need fast 
or confidential service (for example, 
those who do not wish to get co-makers to 
go on their notes). 

Statistical studies which have pre- 
sented classifications of consumer finance 
business by occupational and income 
groups, as well as by size of loan, indicate 
that the people who constitute the de- 
mand for the loan services of these com- 
panies are to be found largely in the 
working classes and in the lower income 
groups. 

It is interesting to note, however, as 
shown by Tables 2 and 3, that a fair per- 
centage of the borrowers belong to the 
professional and other classes and are in 
the higher income groups.” Apparently 
in such cases the borrower often desires 
a large consumer loan (which, other 
things being equal, might be attractive 
to a bank) but presents too much risk for 


acteristics, as well as size and security of loans, op- 
erating methods, and other factors was made by 
Ralph A. Young, Personal Finance Companies and 
Their Credit Practices (New York: National Bu- 
reau of Economic Research, 1940). 

= The data presented in these tables refer to the 
offices in the United States of Household Finance 
Corporation, a consumer finance company operating 
573 branch offices located in 386 cities of 2g states 
and 10 Canadian provinces, at the end of 1951. This 
company made 1,179,173 loans in 1950 in the U.S. 
offices. 

Table 3 reflects not only the increase over the 
years in the incomes of the occupational groups 
served, but also the serving of higher income groups 
made possible by the raising of legal loan limits in 
some of the states. 


TABLE 2.—PERCENTAGE DISTRIBUTION OF THE 
Loans OF A LARGE CONSUMER FINANCE Company 
By OccuPATION OF BORROWER, 1951 


Occupations Percentage 
Operatives and kindred workers 29.20 
Craftsmen, foremen and kindred work- 

ers 20.21 
Clerical and kindred workers 12.81 
Proprietors, mgrs., and officials, exclud- 

ing farmers 


Miscellaneous service workers 6.32 
Laborers, except farm and mine workers 5.99 
Sales persons 3.88 
Professional and semi-pro. workers, ex- 

cept teachers 3.64 
Protective service workers 2.21 
Unemployed persons and those receiv- 


ing pensions or independent incomes 1.99 
Members of the armed forces 1.60 
School teachers 1.14 
Farmers and farm managers .60 
Domestic service workers .60 
Farm laborers and foremen 36 
Occupation not reported .09 
Total 100.00 


Source: Household Finance Corporation. These 
are preliminary figures based upon the loans for 
the ten months ended October 31, 1951. 


a bank to accept.” Or the borrower might 
be able to qualify for a consumer instal- 
ment loan, large or small, at a bank but 
may prefer to patronize the consumer 
finance company because of convenience, 
speed, privacy, or to avoid the necessity 
of getting endorsers.** 

On the other hand, people who have 
collateral in the form of good securities, 
sizable savings accounts, life insurance 
policies with large cash values, or un- 
mortgaged homes, and who represent no 
more than ordinary risk play little part 
in making up the demand for the loan 
service of the consumer finance compa- 
nies. The man who uses an electric 
shaver is not in the market for safety 
razor blades. 


* The risk problem in general has been treated by 
David Durand, Risk Elements in Consumer Instal- 
ment Financing, technical edition (New York: Na- 
tional Bureau of Economic Research, 1941), particu- 
larly pp. 44-82. 

* Also, in states where consumer finance com- 
panies operate under industrial loan laws, rather 
than the small loan laws, their rates on larger loans 
often compare favorably with bank rates. 
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TABLE 3.—PERCENTAGE DISTRIBUTION OF THE LOANS OF A LARGE CONSUMER FINANCE COMPANY 
IN SPECIFIED YEARS BY SIZE OF BORROWER’S FAMILY INCOME 


Year 

Family Income 
(per Month) 1937 1939 1941 1943 1945 1947 1949 1951t 
Not Reported 01 .00 01 01 00 .00 .04 .06 
0- 50.00 45 62 58 23 19 12 .09 .08 
50.01-100.00 12.25 13.48 11.87 4.58 3.38 1.78 1.25 .84 
100.01-150.00 33.78 34.60 33.46 17.79 14.47 9.34 5.93 3.66 
150.01—200.00 28.40 27.23 29.31 29.59 30.27 28.11 19.22 11.23 
200.01—250.00 12.56 12.17 12.73 20.31 21.80 24.24 23.67 18.47 
*250.01—300.00 12.55 11.90 12.04 27.49 14.50 16.49 21.28 23.69 
300.01-400.00 — 10.86 13.44 17.93 23.67 
400.01-500.00 3.14 4.33 6.92 11.21 
Over 500.00 1.39 2.15 3.67 7.09 
Totals 100.00 100.00 100.00 100.00 100.00 100.00 100.00 100.00 


* In the years preceding 1945, incomes over $250 were expressed by a single percentage. 
+ Preliminary figures based upon loans for the ten months ended October 31, 1951. 


Source: Household Finance Corporation. 


Costs and Charges 


We shall be concerned with several 
concepts of costs in discussing trends in 
the consumer finance company business. 
Unless otherwise indicated, the word 
cost will be used in the meaning of total 
costs. Total costs in the economic sense 
include operating costs, taxes, interest on 
borrowed money, and net income on 
owners’ investment. It is obvious that 
charges to consumers must cover total 
costs, rather than bare operating costs. 

Total dollar costs may be divided by 
the number of accounts served so as to 
give the total dollar cost per account. Op- 
erating costs may also be divided by the 
number of accounts to show these costs 
per account in terms of dollars. 

It is frequently desirable to deal with 
consumer finance company costs in terms 
of percentages. Total dollar costs may be 
divided by the dollar volume of loans 
outstanding so as to express these costs as 
a ratio of loan account. Operating costs 
may also be expressed as a percentage of 
loan account. 

It will be instructive now to examine 
at some length two periods in the history 
of consumer finance company operations. 
The first period lies largely between the 


first and second World Wars. The second 
period commences at about the begin- 
ning of World War II. Toward the end 
of the first period (the interwar period) 
there occurred in the industry a reduc- 
tion in the cost of consumer instalment 
loans both absolutely (in terms of total 
dollar cost per loan) and relatively (in 
operating cost ratios). Rates of charge 
paid by borrowers declined. During the 
second period (from World War II to 
1950) the industry’s total dollar cost per 
loan rose as a result of strong inflationary 
forces but costs expressed as a percentage 
of loan account declined. Rates of charge 
to consumers for small loans were held 
down or reduced somewhat. 


CosT AND RATE REDUCTIONS DURING 
THE INTERWAR PERIOD 
When the Uniform Small Loan Law 
was formulated in 1916, the consumer 
lenders of that time felt very strongly 
that the cost of providing small consumer 


instalment loans was far too high to be 


covered by the all-inclusive charge of 
3% per cent on monthly balances to be 
allowed under the law on loans up to 
300.75 ‘The position taken by the lenders 


*Louis N. Robinson and Rolf Nugent, op. cit., 
pp. 115-116. 


VG 
age 
q 
1 
1 
6 
2 
) 
| 
i 
i 
) 
) 
{ 
‘4 
) 
q 
) 
or 
‘ 
e 
S, 
\ 
rt 
n . 
i- 
ic 
| 
i- 
T 


404 


THE JOURNAL OF MARKETING 


was based upon their own actual experi- 
ence. 

But this experience had been under 
conditions characterized by the absence 
of effective legislation which would make 
possible a socially recognized, legal, and 
open market for consumer instalment 
loans. Before the enactment of state leg- 
islation based upon the Uniform Small 
Loan Law, suppliers of loans to the great 
mass of consumer borrowers had oper- 
ated under such handicaps of illegality 
and secrecy that they deliberately kept 
the amount of each individual loan small. 
As a result, lending costs—particularly 
when expressed as a percentage of the 
amount of the loan—were unduly high.”* 

However, students of the problem, in- 
fluenced by cost figures revealed by the 
operation of remedial loan societies,” 
and visualizing the effects of the estab- 
lishment of a legitimate market upon the 
previous handicaps of lending efficiency, 
believed that costs would be reduced to 
such an extent that the proposed rate of 
charge would be adequate. In fact, they 
believed that in time capital would flow 
into the market in sufficient volume as 
to bring about a reduction of costs and 
rates of charge through competition. 
Their views proved to be correct.?8 

* David J. Gallert, Walter S. Hilborn, and Geof- 
frey May, op. cit., p. 53- 

* Wallace Mors, “Rate Regulation in the Field of 
Consumer Credit. I,” Journal of Business of the 
University of Chicago, January 1943, Pp- 57- 

*See Special Report of the Superintendent of 
Banks on Licensed Lenders (New York: State of New 
York Banking Department, 1946), p. 11: “If the 
maximum rates allowed were higher than are neces- 
sary to attract capital to the business the natural 
expectation would be, under the workings of com- 
petition, that rates actually charged would be quite 
generally under the legal ceiling. It was discovered 
before the last cut in rates in 1941 [in the state of 
New York] that about half of the licensed lender 
offices were charging the maximum rates permitted 
under the law and half were charging lower than 
the maximum.” 

This excellent statistical report was based upon 
the annual financial reports required from the com- 
panies, special questionnaires, and detailed infor- 


Expansion of the Market Through State 
Legislation 


The enactment of state legislation 
based upon the Uniform Small Loan 
Law naturally took time. After 1916, one 
state after another adopted such legisla- 
tion in more or less effective form until 
by the end of the Twenties some 22 states 
had taken action. By the end of the Thir- 
ties, 33 states had enacted legislation of 
varying degrees of effectiveness. It was 
not until the end of the Forties that as 
many as 30 states had really workable leg- 
islation based upon the Uniform Small 
Loan Law.” Along with this slow geo- 
graphic expansion of the market there oc- 
curred an inflow of capital into the in- 
dustry. 

In view of this gradual development 
of the market and supply factors, and in 
consideration of the time required for de- 
velopment of operating techniques, it 
was not to be expected that appreciable 
reductions in costs and rates of charge 
within the new industry would occur 
before the end of the Twenties or the be- 
ginning of the Thirties.*° 

In the meantime, however, there did 
occur a most substantial, even extraordi- 
nary, reduction in costs and in rates of 
charge for the consumer instalment loan 
field as a whole. This came about because 
the companies organized under the newly 
enacted legislation brought intense com- 


mation on cost, loss experience, and other aspects of 
operation yielded by direct inspection of records 
and offices and auditing of major expense items by 
staff examiners of the Banking Department. Frequent 
reference will be made to this valuable study in 
subsequent pages under the short title, Special Re- 
port. 

*Small Loan Laws of the United States, op. cit., 
pp- 3, 9-11, and F. B. Hubachek, “The Development 
of Regulatory Small Loan Laws,” loc. cit. 

*” Cf. Charles F. Bigelow, “Competition with Com- 
mercial Lenders,” Bulletin of the National Federa- 
tion of Remedial Loan Associations, September 1924, 
p- 9, and Louis N. Robinson, “Small Loans Problem,” 
American Economic Review, December 1929, p. 639. 
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petition against the large number of un- 
licensed lenders, or so-called loan sharks, 
which before 1916 were the main source 
of consumer instalment loans.*! 

The maximum legal rates charged by 
the new companies were only a third to 
a sixth, or even less, of the rates generally 
charged by their unlicensed competitors. 
These reductions in consumer loan costs 
were much greater than those achieved 
more recently (since the Mid-Thirties) 
by the personal loan departments of com- 
mercial banks over the consumer finance 
companies.*? 

More important, the first-mentioned 
reductions are with reference to the 
same class of people—the whole great 
mass of small borrowers, whereas the 
competition recently brought into the 
field by the commercial banks affects 
merely the top layers of the great group 
of consumers served by the consumer 
finance companies. Banks cannot be ex- 
pected to engage actively in making loans 
of $50 to $125, or in lending to the many 
whose credit would not justify the rela- 
tively low rates they charge.** 

“In the State of New York, “for some forty years 
the legislature sought to meet the loan shark evil 
by reliance upon philanthropy. That program failed. 
Accordingly in 1932 the state adopted a small loan 
law based upon the principle of allowing licensed 
and carefully regulated lenders to charge rates of 
interest sufficient to make the small loan business 
commercially attractive. . . . A large degree of suc- 
cess had attended this legislative policy. More than 
$100,000,000 of small loans are being made every 
year now by lenders at rates that are but a fraction 
of those once charged by loan sharks.” Elliott V. 
Bell, Superintendent of Banks, Special Report, op. 
cit., p. 7. 

* David F. Jordan and Edward F. Willett, Man- 
aging Personal Finances (3rd. ed.; New York: Pren- 
tice-Hall, 1951), p. 147; The Consumer-Buyer and 
Distribution (New York: Committee on Consumer 
Relations in Advertising, Inc., 1947), Part IV, p. 55. 

*“Good Management requires that steps be taken 
to keep the number of short-term, small-amount 
loans at a minimum and that a careful watch be 
maintained on the trend of the volume of loans be- 
low the break-even point.” Analyzing the Cost Fac- 


tors of Instalment Lending (New York: American 
Bankers Association, 1946), p. 19. 


In time, the competition introduced 
against unlicensed lenders by the licensed 
companies tended to drive out the former 
and thereby reduce tremendously the 
cost of consumer instalment loans in the 
states adopting effective versions of the 
Uniform Small Loan Law.** Then, natu- 
rally, rate-cutting arose as the companies 
began to compete among themselves.*® 


Competition and Rate Reduction 


Rate competition among the compa- 
nies first developed in 1928 when one of 
the largest concerns, operating in many 
states, cut from 314 to 214 per cent per 
month.** At first, very few competitors 
met the cut and the concern greatly ex- 
tended its business, thus setting the stage 
for a bitter competitive struggle. But 
before this could fully materialize, the 
great business depression struck, substan- 
tially increasing losses and costs,*? and it 
was not until 1936 that rate competition 
was renewed on a widespread scale. 

Then, cuts initiated by the company 
mentioned above, which was serving prac- 
tically every industrial state having an 
effective small loan law, were met by 
many competitors, some of whom outdid 
the company in cutting rates. A number 
of companies resorted to giving special, 
extremely low rates to get back customers 
who had been taken away by rate-cutting 
competitors.*® Until 1942, when loan 
volume fell off due to the effects of Reg- 
ulation W and war conditions, rate com- 
petition continued strong.*® 


* John H. Cover, editor, Financing the Consumer 
(Chicago: University of Chicago Press, 1937), p. 83. 

*M. R. Neifeld, Personal Finance Comes of Age, 
op. cit., pp. 85-97. 

* Louis N. Robinson and Rolf Nugent, op. cit., 
pp. 186-187. 

* Tbid., p. 188. 

* Clyde William Phelps, “Competition in Small 
Loans,” Social Science, July 1944, p. 130. 

* For example, in 1932, New York had authorized 
legal maximum rates to 3 per cent a month on that 
part of the unpaid principal balance of a loan not 
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For example, in 1941, because of com- 
petition among the consumer finance 
companies the rates charged on a sub- 
stantial part of their loans were lower 
than the legal maxima in most (17) of 
the states having effective small loan 
laws: 21% per cent on balances up to $150 
and 114 per cent on the remainder ($151- 
$300) in Indiana instead of the lawful 
maximum of 3—114 per cent; 2 per cent 
in Ohio on the first $300 instead of the 
3 per cent allowed; 214—2 per cent in 
Connecticut, Iowa, Massachusetts, and 
Pennsylvania instead of the 3—2 per cent 
permitted; 214—2 per cent in Illinois, 
Michigan, and Missouri, where legal 
maxima were 3—214 per cent; 214—2 per 
cent in Minnesota and Rhode Island, 
where legal maxima were g per cent; 214 
—2 per cent in New Jersey which per- 
mitted a flat 214 per cent; 214 per cent in 
Maryland, which had a maximum of 314 
per cent; 214 per cent in Kentucky and 
West Virginia, which permitted 314— 
21% per cent; and 214 per cent in Oregon 
and Utah, where the legal maxima were 
3 per cent. 

The other states, in which apparently 
all the licensed companies charged ceil- 
ing rates, either had lower legal maxima 
or were agricultural states with only small 
urban centers, a condition making for 
higher costs. 


‘THE PROBLEMS GENERATED 
By INFLATION 
The progress of inflation during the 
war and postwar periods confronted con- 


in excess of $150 and 214 per cent a month on the 
remainder. But by 1939, because of competition, the 
ratio of the actual charges being made to the maxi- 
mum permitted by law, had declined to 92.07 per- 
cent. Then the legislature reduced the legal maxi- 
mum rates on July 1, 1941, to 2144 per cent a month 
on the first $100 borrowed and 2 per cent a month 
on the balance. This lowering of rates brought about 
a decrease of one-sixth in the charges to borrowers. 
Special Report, op. cit., see pp. 7, 43. Rates were 
again reduced by the legislature in 1949. 


sumer finance companies with serious 
problems and threatened to raise costs 
both absolutely and relatively in the in- 
dustry. In the decade of the ’Forties, the 
situation faced by the companies was one 
in which their cost curves were being 
pushed inexorably upward and to the 
left, while their sales curves,*® after hav- 
ing been depressed downward and to the 
left by war conditions, promised to be 
sticky upward in the future because of 
competition by banks and other agencies, 
and because of the fixed legal loan max- 
imum of $300. 

The inflationary forces, which grew 
steadily and strongly during the decade 
of the ’Forties, brought about a continu- 
ous rise in the companies’ absolute costs 
(that is, dollar cost per hour of labor, per 
square foot of office space, per ma- 
chine purchased, and so on) for labor, 
rent, equipment, supplies, and other ex- 
penses.*? Operating expense ratios, which 
had declined steadily from the Mid-Thir- 
ties to the beginning of World War II, 
rose from 1941 to 1944 by one-fifth to 
one-sixth. In the state of New York, the 
number of consumer finance company 
offices fell from 317 in 1941 to 270 at the 
end of 1944. The rate of return on total 
capital after taxes dropped from 9.20 per 
cent in 1941 to 5.65 per cent in 1944, as 
compared with 7.0 per cent for all active 
corporations, 8.2 per cent for leading 
corporations, and 9.7 per cent for insured 

“ That is, the demand curve for its differentiated 
service as seen by each company. Cf. N. Kaldor, 
“Market Imperfection and Excess Capacity,” Eco- 
nomica, II (1935), p. 40. 

Demand, as reflected in the outstanding loan ac- 
count, is composed of two elements: number of ac- 
counts and dollar amount of the average loan bal- 
ance. In the early part of this period, beginning in 
1941, the total number of accounts was decreasing, 
but after the war both the total number of accounts 
and the average loan balance grew. 

“Wage and salary costs account for about one 


half, and advertising and rent for about one fifth, 


of total operating expense of consumer finance com- 
panies. 
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banks in the United States in the latter 
year.” 

The outstandings per office of all con- 
sumer finance companies in the United 
States rose from $72,000 in 1929 to $108,- 
000 in 1939 and 1940, and then dropped 
to $88,000 in 1943 as a result of the war. 
The outstandings per office for one of the 
larger consumer finance companies rose 
from $285,000 in 1929 to $290,000 in 
1939 and $294,000 in 1940, and then fell 
to $186,000 in 1943. 


The Problem of Costs 


Since a consumer finance company is 
limited by law and by competition as to 
the percentage rate on loan balances it 
can charge, it must, in order to operate 
successfully, be able to control its ratios 
of operating costs and total costs to loan 
balances. Achieving a reduction (or pre- 
venting an increase) in dollar costs per 
account through operating economies 
would have a favorable effect on these 
ratios. 

The first question that arose, therefore, 
was whether or not it would be possible 
to attain a sufficient increase in number 
of accounts per employee, or per office, 
and achieve other economies so as to off- 
set the inflationary effect on cost factors 
in 1941 and thereafter. Action was taken 
along a number of lines. 

First, it should be pointed out that the 
companies endeavored to reduce the ra- 
tio of total costs to loan balances by bor- 
rowing a much larger proportion of the 
assets used in the business (increasing the 

“Special Report, op. cit., pp. 9, 15-16, 18. Here, 
total capital refers to equity capital (common stock 
and surplus accounts) plus preferred stock; return 
after taxes refers to gross income minus operating 
expenses, losses, and income taxes. Ibid., pp. 14-15. 

The Banking Department pointed out that “even 
if 1941 loan volume is restored; licensed lenders 
may find that the restoration of 1941 costs is im- 


possible. Wage and salary costs, at least, may not re- 
turn to 1941 levels”. [bid., p. 18. 


degree of trading on equity) and securing 
these funds at lower rates. The following 
methods were used: reduction in the 
amounts of preferred stock outstanding; 
replacement of old preferred stock by 
new issues bearing reduced dividend 
rates; issue of bonds at low interest rates 
for the purpose of paying off bank loans 
in order to prepare for postwar expan- 
sion of bank borrowings; borrowing from 
banks at low net rates, rather than de- 
pending heavily on preferred stockhold- 
ers for funds at higher rates; reducing 
idle balances against credit lines, and 
making more use of commercial paper. 

A second line of action involved steps 
to reduce operating costs: establishing 
and relocating branch offices, based upon 
careful studies, to gain the advantage of 
greater convenience to a company’s cus- 
tomers and to utilize the selling value of 
“on the street” offices to help cut promo- 
tion costs in dollars per loan; adaption 
of office hours to the habits and needs of 
a company’s customers in each locality; 
continuous research to improve adver- 
tising and promotion techniques; estab- 
lishment of experimental branch offices 
where new ideas to cut dollar costs and 
increase business were tried out; and 
trying out radical reductions in rates of 
charge to borrowers to ascertain whether 
a larger share of the business going to 
competitors could be obtained and kept. 

Other methods undertaken included: 
revival and improvement of personnel 
programs under skilled personnel man- 
agers; provision of more compact and 
efficient office layouts; improvement of 
office forms and procedures, and organ- 
ization of work to eliminate unnecessary 
activity of employees; adoption of short- 
cuts and new methods, for example, 
more sparing use of outside investigators, 
which adjustment to wartime restrictions 
had forced the companies to make; con- 
tinuous study and effort to reduce the 
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dollar costs per account of overhead ad- 
ministration; and, generally, increasing 
the number of accounts handled per of- 
fice and per employee. 

But the effects of inflation were too 
great to permit a continued reduction, 
and in fact even brought about an in- 
crease, in dollar costs per account. Then 


a second question arose: Might the ra- 
tios of costs to loan balances be held 
down or even reduced in the face of in- 
flationary pressures and rising dollar costs 
per account if average loan balances were 
increased? This question was to be an- 
swered in the affirmative during the dec- 
ade 1940-1950. 
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N Part I of this article, the effectiveness 
I of the sealed-bids buying device used 
by the Federal Government was com- 
pared with the limited-competitive-bids 
device typically used by large-scale indus- 
trial purchasers. As the discussion was 
limited to markets for homogeneous 
products, the effects on price alone were 
traced. In the following pages, the effects 
of the policies used by the Government 
and other buyers when buying differen- 
tiated products are examined. This in- 
volves tracing the effects on products as 
well as prices. 


Typres OF Propuct DIFFERENTIATION 
AND Buyers’ Propuct POLICIES 


When attempting to compare the use- 
fulness of competitive products, the 
buyer finds in the market an imposing 
mixture of fact and fiction but insuffi- 
cient objective information to enable 
him to make a wise choice. He must, 
therefore, adopt product policies which 
will sort the facts from the fiction and 
provide any additional facts he needs in 
order to make a decision. 

The need for product policies in buy- 
ing stems from the fact that the buyer’s 
motivation is different from the seller’s. 
Since the buyer must use the product, he 
attempts to maximize the utility he ob- 
tains from each dollar he spends. The 
seller attempts to maximize his profits 
and is interested in the product’s salabil- 
ity. Utility, to a buyer like the Govern- 
ment, is the ability of a good to satisfy 
the needs which arise in the performance 


THE EFFECT OF BUYING POLICIES ON 
PRODUCTS AND PRICES: II 


DICKSON RECK 
University of California, Berkeley 


MARKETS FOR DIFFERENTIATED PRODUCTS 


of services. Salability is the ability of 
a good to make buyers decide to pur- 
chase it, and is compounded of utility 
and of qualities, or claims of qualities, 
which do not yield utility when the prod- 
uct is consumed. 

It is convenient to call the utility-pro- 
viding characteristics of a product ma- 
terial characteristics, and those which 
provide no utility but which may give the 
product salability in other respects, im- 
material characteristics. This provides 
the basis for a distinction between mate- 
rial and immaterial product differentia- 
tion. What is material can be determined 
only by reference to the needs the prod- 
uct must fill. To the extent that needs 
are individual to particular buyers, what 
is material will, of course, be different 
for each buyer. Furthermore, the mate- 
rial characteristics are in large part, but 
not entirely, embodied in the physical 
characteristics of the product and are, 
also in large part, but not entirely, meas- 
urable. The immaterial characteristics 
are in large part, but not entirely, ab- 
stract from the physical characteristics of 
the product, and are also in large part, 
but not entirely, unmeasurable. For pur- 
poses of buying, the material character- 
istics can for the most part be defined by 
commodity specifications or standards, 
while the immaterial characteristics can- 
not be so defined. 

The products sold in the markets dis- 
cussed below are classed as being differ- 
entiated because sellers and most buyers 
consider them to be. Sellers rely heavily 
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on product differentiation in selling not 
only to win new customers, but to back 
up their policies of quoting stable list 
prices less discounts and avoiding direct 
price competition for individual con- 
tracts. Most buyers purchase the products 
on the basis of approved-products lists 
rather than objective specifications and 
are influenced heavily by their opinions 
of particular brands in awarding con- 
tracts. 

The product policy of the Govern- 
ment contrasts sharply with that of most 
buyers. Products generally considered to 
be differentiated are sorted into three 
classes: (1) products which are immate- 
rially differentiated, can be treated as be- 
ing homogeneous without loss, and are 
bought on specification by sealed bids; 
(2) products which are materially differ- 
entiated but are nevertheless bought on 
the basis of specifications by sealed bids 
because (a) the gains expected from di- 
rect price competition are judged to be 
greater than the possible losses due to ig- 
noring the material differences, or (b) the 
differences between competitive prod- 
ucts can be quantified and evaluated in 
awarding contracts; and (3) products 
each of which is materially differentiated 
from the nearest substitute to such a de- 
gree that the Government buys it with- 
out direct price competition for individ- 
ual contracts, that is, without the use of 
specifications and sealed bids. 

The evidence on prices and bidding 
is presented below for typical examples 
of each of these types of markets. Inas- 
much as the principal purpose of the dis- 
cussion is to examine the effectiveness of 
the sealed-bids buying device, the mar- 
kets are grouped broadly into those in 
which the sealed-bids device can be used 
to evoke competition and those in which 
the device is ineffective and therefore not 
used. 


1 The evidence presented below was obtained from 


MARKETS FOR DIFFERENTIATED PROpDUCTs 
WHERE SEALED Bips Evoke Direct 
PricE COMPETITION 


Immaterially Differentiated Products 


Products which the Government con- 
siders to be immaterially differentiated 
are quantitatively important in procure- 
ment and include large numbers of office 
supplies, housekeeping items such as 
soaps, maintenance supplies, and office 
furnishings. The examples have been 
chosen largely because evidence on prod- 
ucts and prices is available before and 
after the promulgation and use of Fed- 
eral Specifications. For most commodi- 
ties such specifications have been used 
for so long that the evidence has been de- 
stroyed. 


1. Resin Emulsion Paint 


Resin emulsion paint affords a clear 
illustration of how buying on specifica- 
tion compares with buying on the basis 
of brand name “or equal.” 

This type of paint is sold as a paste 
which can be thinned with water and is 
particularly convenient for home use be- 
cause it is an easily applied relatively in- 
expensive paint that has some of the ad- 
vantages of more expensive oil paints. It 
has, therefore, strong promotional possi- 
bilities for sale to retail customers. It is 
not protected by patents and was first 
offered by companies which did not ex- 
ploit its full retail possibilities. The Sher- 
win Williams Company recognized its 
merchandising possibilities and mar- 
keted their version of the product on a 
national scale as ‘““Kemtone.”” The pro- 
motion campaign was quite successful 
with the result that other companies 
compounded similar products and mar- 


the files of the Federal Supply Service, Washington, 
D. C., and from buyers and suppliers of each com- 


modity. 
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keted them under their own brand 
names. 

In the early nineteen forties the Gov- 
ernment bought resin emulsion paint on 
a brand name “or equal” basis with each 
agency buying its own requirements. The 
retail price at that time was $2.98 per gal- 
lon and the Government was paying 
$1.76 per gallon. 

Subsequently a Federal Specification 
was developed for the item and invita- 
tions were issued for six months’ term 
contracts to supply the Government's re- 
quirements for orders placed by the us- 
ing agencies. The number of bidders was 
substantially increased and the price was 
reduced from $1.76 to $1.03 per gallon. 
The lower price was doubtless the result 
of three factors: (1) that bidders were 
given an objective specification which en- 
abled them to quote on the lowest cost 
product which would be acceptable; (2) 
that the number of bidders was greater 
and the chance of obtaining a low price 
was, therefore, increased; and (3) that 
the prospect of a succession of small or- 
ders totaling a large volume in place of 
the uncertain volume of individual or- 
ders gave sellers an inducement to quote 
favorable prices to the Government. All 
these factors were directly dependent on 
the use of specifications. 

The character of the competition for 
such term contracts based on specifica- 
tions is indicated by the response to in- 
vitations for bids on two six months’ 
contracts, one for the period beginning 
May 15, 1950, and the other for the pe- 
riod beginning November 15, 1950. 

The contracts for resin emulsion paint 
were mandatory for use by all Executive 
Agencies of the Government in Washing- 
ton and contiguous areas; the sales re- 
ported by previous contractors for the 
year ending October 31, 1949, totaled 
$27,000 for the white paint in five-gallon 
containers. The low bid for the term con- 


tract beginning in May for this same item 
was $1.25, net per gallon, f.0.b. Washing- 
ton, D. C., for orders of two or more five- 
gallon containers. There were 16 bidders 
and the bids ranged from this low to a 
high bid of $2.55 per gallon. 

When bidding, firms would be ex- 
pected to take into account the savings 
in sales expense and credit losses result- 
ing from doing business with the Govern- 
ment, but they would also need to con- 
sider the expense of packing, shipping, 
and invoicing in small order quantities, 
and of storing batch quantities of fin- 
ished paint until they are ordered for 
shipment. Bidders’ calculations would 
be based on the profit they could expect 
from the indefinite business in prospect 
at costs which they estimate will be in- 
curred at various intervals over the life 
of the contract. Decisions would not be 
based on immediately existing marginal 
costs, but still an assured, even though 
indefinite, amount of business.might be 
welcomed to allow batches to be pro- 
duced during dull periods to be stored 
until shipment. If bidders anticipated 
continued excess capacity during the life 
of the contract, they might quote prices 
based on their estimates of future low 
marginal costs. If they anticipated that 
sales would press production up to and 
exceeding optimum capacity, they would 
quote prices high enough to cover their 
future high marginal costs plus their 
profit. If they expected very rapidly in- 
creasing and relatively unpredictable 


- costs, they might either refuse to quote 


or quote prices so high as to discourage 
the Government from awarding con- 
tracts. 

In late April of 1950, when bidders 
were preparing their quotations for bids 
on the May contracts, sales in the paint 
industry had been below the 1948 high 
for more than a year and the prospects 
were that the then current situation 
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would continue for some time. The con- 
tracts were let at a fortunate time from 
the Government’s point of view inas- 
much as bid prices on paint, as well as 
most other commodities, rose sharply 
after the outbreak of war in Korea. In 
October, when invitations for new con- 
tracts normally would have been issued, 
a survey of suppliers revealed that the 
continued supply of materials and the 
probable course of costs were so unpre- 
dictable that it would be useless to invite 
bids for term contracts as better prices 
would be secured by individual agencies 
buying in the market in small quantities. 
The use of term contracts for this com- 
modity was, therefore, abandoned for the 
time being. 


2. Liquid Type Cleaner 


Liquid type cleaners for typewriters 
are all the same simple chemical com- 
pound differentiated immaterially by 
brand names, packaging, advertising “‘se- 
cret ingredients,” and a bit of perfume 
to give each a distinctively pleasant odor. 
Manufacturing costs consist largely of 
expenditures for bottles, daubers for ap- 
plying the cleaner, and packaging. Sales, 
advertising, and other distribution costs 
weigh heavily in the determination of re- 
tail prices. The cleaner is a low-value 
item demanded infrequently in small 


quantities by any one user. While liquid 
cleaners represent the most adequate 
means of cleaning type yet devised, they 
are not completely effective, with the 
result that users would welcome some 
simpler and more effective cleaning sub- 
stance. For these reasons type cleaner is 
susceptible to immaterial product dif- 
ferentiation. Sellers frequently offer new 
brands implying that they contain some 
magically effective but unspecified in- 
gredient; upon test, however, the Gov- 
ernment finds them identical in compo- 
sition with existing brands. 

Type cleaner is purchased under a six 
months’ term contract for delivery to the 
Federal Supply Centers. Government 
agencies procure their requirements 
from the centers. In Table 1 the contract 
prices, for the Fall of 1950, for four- 
ounce bottles with daubers delivered in 
any quantity to Washington, D. C., are 
compared with retail prices of an equiv- 
alent product of the same manufacturer. 
The retail list price is about 16 cents an 
ounce and the price to dealers (assuming 
a 50 per cent discount off the list price) 
is about 8 cents an ounce compared with 
less than 2.5 cents an ounce paid by the 
Government. The retail prices of other 
brands are about the same. The Govern- 
ment buys in no larger order quantities 
than dealers. Most, if not all, private 


TABLE 1.—GOVERNMENT CONTRACT AND RETAIL PRICES FOR TYPE CLEANER 


December, 1950 
Prices in dollars 
1 bottle 12 bottles 
Source of supply 
per per per per 
bottle ounce bottle ounce 

Walter G. Gies product, prices delivered to Federal 
Supply Service Stores .094 0235 .094 .0235 

Stores issue price to ll ll .0275 
Walter G. Gies’ ‘‘Nutype 
Stockett and Fiske, Wootington, D. C., retailer 

2-ounce bottle .50 25 36 18 


6-ounce bottle 


1.00 -167 117 


J 
4 
4 
% 
Bix 
; 


EFFECT OF BUYING POLICIES ON PRODUCTS AND PRICES: II 413 


buyers purchase type cleaner by brand 
name from dealers. 

Seven companies bid for the type- 
cleaner contracts covering the period from 
August 16, 1950, through February 15, 
1951. The bids of six firms were respon- 
sive to the invitation while the bid of one 
was not and was, therefore, rejected. 
Three of the five companies bid low 
prices with methods of figuring delivery 
costs obviously playing a decisive role in 
determining which price was lowest. 
Three bidders were awarded contracts, 
each being low in his bid for the Federal 
Supply Center located in the same town 
as his factory, with one of the three also 
receiving awards for other delivery 
points. In the case of the requirements 
for Seattle, Washington, the successful 
bidder was low by only two-hundredths 
of a cent per bottle. The two bidders who 
were high were apparently bidding on 
the basis of discounts off list prices rather 
than costs, and their quotations were in 
one case about double and in the other 
about quadruple the low bids. 

The low prices to the Government are 
a reflection of the force of competitive 
bidding and of savings in sales and adver- 
tising costs which result from the use of 
specifications to reduce immaterially dif- 
ferentiated products to homogeneity. 
Manufacturers make no savings in pro- 
duction or delivery costs when selling to 
the Government instead of retailers, as 


the contracts call for delivery in any 
quantities, f.0.b. the Federal Supply Cen- 
ters, in packages in all ways like the usual 
packages in which the commodity is sold 
through normal channels. 


3. Stencil Paper 


In some markets, product differentia- 
tion is successfully maintained by pat- 
ented processes or designs, and no method 
of bidding is successful in obtaining price 
competition simply because the patents 
prohibit entry of competitive firms into 
the market. Stencil paper affords an ex- 
ample of how this type of differentiation 
obstructs buyers’ efforts to maximize the 
utility-per-dollar of their purchases. 


The A. B. Dick Company owned the. 


patents covering the production of cellu- 
lose-base stencil paper. Substitutes made 
by other processes were available but 
were substantially inferior for most pur- 
poses. The Government, along with most 
users, considered it profitable to use cel- 
lulose-base stencils and purchased them 
on the basis of a description which cited 
a standard sample of the A. B. Dick Com- 
pany paper “or equal.” 

About 1940, when the company’s pat- 
ents expired, additional firms began to 
produce cellulose-base paper and the 
Government prepared an objective speci- 
fication for use in buying. The specifica- 
tion called for a sheet designed to give 
2,500 satisfactory copies while the sheet 
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Fig. 1. Stencil Paper. Government Term Contract Prices 
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sold previously was capable of giving 
5,000 copies. For most uses the 2,500- 
copy sheet is as satisfactory as the 5,000- 
copy sheet. The effect on prices of this 
combination of events is shown in Fig- 
ure 1. 

Following the expiration of the pat- 
ents and before the specification was 
used, limited competition lowered the 
term contract price from $2.21 a quire 
(24 sheets), which had been the contract 
price for at least five years, first to $1.93 
on an interim contract and then to $1.73 
for the 1941 contract. After the specifica- 
tion was included in the invitation to 
bid, the price immediately dropped to 
$.89 and has remained near that level 
until the present time. The price for the 
contract covering the period from De- 
cember 1, 1950, through June 30, 1951, 
was about $.86 a quire in large quanti- 
ties. 

The bidding for the last two yearly 
contracts reveals that six companies com- 
pete for the business with every appear- 
ance of active price competition (Table 
2). The high bids range up to 40 per cent 
above the contract prices, the prices of 
bidders vary from year to year, and dur- 
ing the two years four companies have 
been awarded contracts. The A. B. Dick 


Company bids competitive prices but is 
only occasionally low. As in the case of 
carbon paper the prices are substantially 
below wholesale prices to dealers and ap- 
parently for the same reasons. 


4. Ready-to-eat Breakfast Cereals 


Ready-to-eat cereals are an interesting 
case of highly differentiated products for 
which advertising and distribution costs 
bulk large in total unit costs. For many 
ultimate consumers the products are ma- 
terially differentiated by strong taste 
preferences. From the Government'’s view- 
point as an institutional buyer, the ma- 
terial differences lie in the types and 
varieties of breakfast foods, with differ- 
ences between brands considered to be 
immaterial. 

The Government buys breakfast cere- 
als on term contracts at prices which cover 
delivery in any quantities to any point 
in the United States. All civilian agen- 
cies are required to procure any cereals 
they need under the contracts. The pur- 
chases under term contracts in 1949 to- 
taled approximately $210,000 shared by 
nine contractors, all of whom were na- 
tionally known manufacturers. Invita- 
tions to bid are based on objective speci- 
fications for all types of cereals, and most 


TABLE 2.—BIppDERs’ PRICES FOR STENCIL PAPER* CONTRACTS, COVERING TWo ONE-YEAR PERIODS 
FROM 12-1-49 THROUGH 11-30-50 AND FROM 12-1-50 THROUGH 11-30-51. INDEFINITE 
QUANTITIES AND INDEFINITE DELIVERIEST 
(Net prices per quire, f.o.b. Washington, D.C., and contiguous areas. Prices of 
successful bidders are set in bold face) 


20 to 99 100 to 499 500 to 999 1,000 to 5,000 5,000 quires 
quires quires quires quires or more 
Bidders 12-1 12-1 12-1 12-1 12-1 12-1 12-1 12-1 12-1 12-1 


1949 1950 1949 1950 1949 1950 1949 1950 1949 1950 
through through through through through through through through through through 
11-30 11-30 11-30 11-30 11-30 11-30 - 11-30 
1950 1951 1950 1951 1950 1951 1950 1951 1950 1951 


Frankel Carbon and 

Ribbon Co. 1.20 1.02 1.10 -92 1.05 .92 1.00 .92 .96 .92 
A. B. Dick Co. 1.00 1.10 -92 95 .92 .93 .90 .90 .90 .89 
Marr Duplicator Co.,Inc. 1.04 -94 921 .921 91 -89 .88 .87 .87 -86 
Niagara Duplicator Co. 1.19 1.17 1.09 1.16 1.09 1.15 1.09 1.14 1.09 1.13 
Polychrome Co. -94 .94 .93 -92 .92 
Remington Rand, Inc. 158 1.31 1.40 1.20 1.30 1.19 1.25 1.17 1.20 1.16 


* Paper, stencil, 84x 18 inches. Item No. 53-P-20836. 
t Source: Compiled from data in the files of the Federal Supply Service, Washington, D.C. 
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of the brands of each type meet the speci- 
fication just as they are processed and 
packaged for other markets. The low 
bidder for each type receives a contract 
for the entire requirement of that type. 

The contract prices for the three 
months’ period from October 1 through 
December 31, 1949, averaged 52 per cent 
below the manufacturers’ prices to whole- 
sale dealers for the individual package 
size and 30 per cent below the prices to 
wholesale dealers for the 8-ounce family 
size. When it is considered that these 
prices include delivery in any quantity to 
any point in the United States and that 
large quantity users, such as institutions, 
typically must buy from wholesale deal- 
ers, it is apparent that the price is a fav- 
orable one. 


Markets for Materially Differentiated 
Products 


Many materially differentiated prod- 
ucts are bought by the Government on 
the basis of specifications. They include 
automotive vehicles, machinery, equip- 
ment, and many household furnishings. 
The two examples presented below illus- 
trate, first, the situation where differ- 
ences in products are ignored, and, sec- 
ond, where the differences in product 
qualities as well as prices are evaluated 
in making awards. 


1. Carpets and Rugs 


Brands of carpets and rugs are mate- 
rially differentiated both in their wear- 
ing qualities and their usefulness as deco- 
ration. The utility of any one pattern of 
rugs as decoration varies greatly for dif- 
ferent individuals with the result that a 
large selection of kinds, patterns, and 
colors is required to satisfy the wants of 
any sizeable group of users. In addition, 
there are grades within each kind of rug 
or carpet that offer different wearing 


qualities. The wearing qualities are 
wanted by all users of carpets. 

The Government buys rugs and car- 
pets on term contracts, usually for one 
year, at prices which cover delivery to 
any point in the United States. Bidders 
submit sets of swatches showing the se- 
lection of types, patterns, and colors they 
are prepared to furnish. These are equiv- 
alent to their regular selections offered to 
other customers, and successful bidders 
make swatches available to the agencies 
of the Government which order under 
the contracts. The wearing qualities of 
the rugs are defined by Federal Specifi- 
cations which call for grades of medium 
quality that offer the prospect, in the 
Government’s opinion, of the most wear- 
per-dollar. All are standard items in the 
regular production of the manufacturers. 

Bidding evokes active price competi- 
tion and awards are made for the entire 
requirement to the low bidder for each 
item. Contract prices effective during 
1949 and 1950 for the largest-volume item 
used by the Government—plain pile vel- 
vet rug—are shown in Fig. 2 in compari- 
son with prices collected by the Bureau 
of Labor Statistics for the same commod- 
ity which represent average prices at 
which the mills sell. During the year end- 
ing February 28, 1950, contractors re- 
ported that more than $444,000-worth of 
this item was purchased by Government 
agencies under the term contract. Prices 
for 1949 were from 15 to 20 per cent 
above the mill prices reported by the 
Bureau of Labor Statistics, while the 
1950 contract prices varied from slightly 
below the mill prices to about 25 per cent 
less in October after the price rise fol- 
lowing the outbreak of war in Korea. 
The commodity to which these prices are 
related is the same, but the Government 
prices include delivery costs in any quan- 
tity anywhere in the United States, while 
the Bureau of Labor Statistics prices are 
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Fig. 2. Rugs. Government Contract Prices and Bureau of Labor Statistics Average 


f.0.b. mill. Comparative shopping in the 
Washington area revealed that the 1949 
contract prices were from 40 to 45 per 
cent below those at which the rugs were 
offered to retail customers. The low 1950 
contract prices to the Government ap- 
pear to reflect the increased incentive to 
bid competitively in the Fall of 1949 
when mills were able to obtain ample 
supplies of raw materials and were con- 
cerned about the appearance of excess 
capacity in their plants. 

Contractors seriously erred in their 
estimates of the future course of costs and 
demand when bidding for the 1950 con- 
tracts. Supplies of carpet wools from 
China and India were cut off and costs, 
demand, and mill prices moved upward 
rapidly from the time when the bids 
were figured in October of 1949 until 
October of 1950. 

An illustration of the possible loss 
through failure to consider quality above 
the minimum specified is afforded by a 
problem of award that arose in 1948. 
Bids were received on three different 
brands of twisted pile velvet carpet, none 
of which met the requirements of the spec- 
ifications. It was, therefore, found nec- 
essary to make the award on some other 
basis. Samples of the carpets were tested 
and awards made on a quality-price basis. 


Mill Prices 


The prices and test results are shown in 
Table 3. The award was made to the com- 
pany offering the “‘Assembly”’ brand, the 
bid for which was lowest in dollar price 
and also represented the most economi- 
cal brand in terms of the cost per unit of 
expected wear. 


TABLE 3.—EVALUATION OF BIDS FOR 
RuG CONTRACTS 


(P) Evaluation 
Price per (W) factor - 
Brand square yard Wear E= W 
name (dollars) index 
Assembly 4.40 191 43.4 
Caracul 5.12 192 37.5 
Pinehill 4.57 110 24.0 


In this case the procedure was found 
necessary because raw materials shortages 
prevented manufacturers from offering 
carpets meeting the specification require- 
ments. Differences in quality, however, 
are normally found in brands, all of 
which meet the minimum requirements 
of Federal Specifications. By failing to 
evaluate these differences in the usual 
process of purchasing by sealed bids in 
which the low bidder whose product 
meets the specification receives the award, 
the Government may fail to maximize 
the utility received per dollar spent in 
purchasing. 
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2. Dry Batteries 

Dry batteries are one of the few com- 
modities for which the Government has 
worked out methods for quantitative 
evaluation of utility offered above the 
minimum required by Federal Specifica- 
tions when applying the sealed-bids pro- 
cedure in its purchasing. 

The life of various brands of batteries 
varies substantially under standard test 
conditions which reproduce typical con- 
ditions of use. They are thus materially 
differentiated. In addition, of course, 
they are immaterially differentiated by 
brand names and advertising which im- 
plies that each brand is the best buy. 
The buyer, as usual, is left with the prob- 
lem of sorting out the material from the 
immaterial differences in making his 
choice of which brand to buy. The Gov- 
ernment with the testing facilities at its 
disposal is in a particularly favorable po- 
sition to make a rational judgment re- 
garding the quality of batteries. 

Bids for dry-battery contracts are con- 
sidered only for brands that have pre- 
viously been submitted to the National 
Bureau of Standards for qualification 
tests. Bidders quoting the lowest prices 
are not necessarily awarded contracts 
even though their product has met the 
minimum requirements of the specifica- 
tion. The results of the qualification tests 
are summarized for each brand as the per- 
centage the actual test-life of the batteries 
is of the minimum test-life of the Federal 
Specification. The price quoted by each 
bidder is then divided by this percent- 
age to give an evaluation factor, and the 
contract is awarded to the firm whose 
price and test results give the lowest eval- 
uation factor. The evaluation factor ex- 
presses the cost to the Government for 
the minimum battery life stated in the 
Federal Specification. Typical calcula- 
tions used as the basis for awarding con- 
tracts are shown in Table 4. For flash- 


light batteries the contract went to the 
bidder whose price and evaluation factor 
were both the lowest; for general purpose 
dry cells, however, it went to the second 
lowest bidder because the evaluation fac- 
tor for his offering was lowest; and for 
radio B batteries, it went to the only 
bidder whose offer was completely re- 
sponsive to the terms of the invitation to 
bid. 

The prices paid by the Government 
for batteries appear to reflect effective 
price competition. The retail list price 
for D-size flashlight batteries in 1950 was 
10 cents, and the net price to dealers in 
standard packages of 250 varied for dif- 
ferent manufacturers from 6.25 to 6.5 
cents. These prices are comparable with 
the Government’s contract price of 4.25 
cents delivered to Washington, D. C., in 
minimum order quantities of 50 batter- 
ies. The retail list price for radio B bat- 
teries, N size, was $2.45 in 1950, and the 
net price to dealers in standard packages 
of 24 was $1.71 compared with the Gov- 
ernment contract price of $1.116 in mini- 
mum order quantities of six. The net 
price to distributors was not available, 
but it is believed that the Government 
contract prices are lower. 

Sales to the Government under the 
term contracts for the year preceding the 
letting of the contracts noted above were 
reported to total about $33,000 for the 
flashlight battery and $13,000 for the 
radio B battery. Costs of packing and 
shipping to the Government would be 
no less and might be greater than to dis- 
tributors and dealers, if agencies ordered 
in small quantities, but little sales ex- 
pense and no advertising expense is at- 
tributable to sales to the Government. 
In view of the moderate volume of sales 
under the contracts and the stable price 
policies practised in ordinary wholesale 
and retail markets for batteries, the low 
prices appear to be attributable to the 
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TABLE 4.—BIppERs’ PRICES AND EVALUATION OF UTILITY OF BATTERIES OFFERED IN RESPONSE TO INviTA- 
TION TO Bip FOR TERM CONTRACTS FOR THE PERIOD FROM JUNE 20, 1950 THROUGH JUNE 19, 1951* 


(P) 
Net price each (A)> 
f.0.b. destination Average (E) 
Bidders Minimum (dollars) performance Evaluation 
order (Price of bidder in per cent of bid price 
awarded contract of minimum a 
ts set,in bold face) specified E= A 
Flashlight battery, D size, Item 17-B-7210 
A 50 units -04165 157 .0265 
B 50 units .0436 150 .0291 
= 50 units .045 145 .0310 
D 200 pounds .0S¢ 138 .0362 
E 50 units .054 147 -0367 
F 200 pounds .054¢ 130 -0415 
General purpose No. 6 dry cells, Item 17-B-7600 
A 12 units .3234 104 3110 
© 12 units .3244 141 2298 
G 12 units 3514 141 2489 
B 12 units 3381 105 3220 
D 200 pounds 36° 163 2209 
E 12 units 392 135 2904 
Radio B Batteries, N size cells, Item 16-B-3340 

A 6 units 1.078¢ — — 
B 6 units —- 
Cc 6 units 1.116 185 .603 
D 200 pounds 1.240° 
F 200 pounds 1.337¢ 132 1.013 


* Source: Calculated from information in the files of the Federal Supply Service, Washington, D.C. 
> From qualification tests conducted by the National Bureau of Standards. 

* Bids rejected because delivered prices apply only to orders of 200 pounds or more. 

4 The price of $.324 is for East Coast delivery; the price of $.351 is for West Coast delivery. 

* Bids rejected because bidders failed to submit samples for qualification test. 


price competition evoked when sellers 
know that immaterial differentiation is 
not a factor in the product’s salability. 


MARKETS FOR DIFFERENTIATED PRODUCTS 
WHERE SEALED BIps ARE INAPPROPRIATE 


The law substantially limits the Gov- 
ernment to the use of sealed bids, but 
certain purchases are excepted and, for 
these, contracts may be negotiated by any 
means the responsible officials choose. 
These exceptions cover cases which are 
of little interest here, such as small-value 
purchases, foreign purchases, and con- 
tracts where security is important. The 
exceptions of particular interest for this 
discussion are those which cover pur- 
chasing in markets where it is impracti- 
cable to secure competition. In these 


cases a responsible official must certify 
that sealed bids do not operate to evoke 
competitive bidding. 

By far the most common reason that 
sealed bids are ineffective in buying is 
that the commodity required is so sig- 
nificantly differentiated from the nearest 
substitute that the two are not inter- 
changeable in use. Many commodities 
which are quantitatively important in 
Government procurement fall in this 
group. Examples are business machines 
including typewriters, many kinds of sci- 
entific equipment, repair parts, pharma- 
ceuticals, and cigarettes. 

The differentiation may be due to a 
special suitability or efficiency in per- 
forming particular kinds of operations, 
as in the case of bookkeeping machines; 
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it may be due to the different suitability 
for the acquired skills of operators, as is 
the case with comptometers or stenotype 
machines; it may be due to a unique abil- 
ity to provide adequate inspection and 
delivery services, as is the case with auto- 
mobile repair parts sold through the 
dealer organizations of the original 
equipment manufacturers; and it may be 
due to subjective preferences which can- 
not be objectively justified, as is illus- 
trated by the strong preference of equally 
good physicians for the pharmaceuticals 
of different manufacturers, or by the pref- 
erences of different people for different 
cigarettes. The differentiation is often 
maintained by patents, but in many in- 
stances it is the result of heavy invest- 
ments in distribution organization, or in 
effective advertising and sales promotion. 
Whatever the nature of or the method 
used to maintain the differentiation the 
Government judges it to be material and 
to have a sufficient effect on the working 
efficiency of its employees to forego the 
benefits which might be obtained from 
active direct price competition in con- 
tracting. Sealed bids are not used because 
they are obviously inappropriate and if 
specifications are used at all it is for the 
purpose of insuring that sellers do not de- 
teriorate the quality of their products 
when supplying them to the Govern- 
ment. The commodities are typically pur- 
chased on term contracts with each 
supplier, and the local offices of each Gov- 
ernment agency procure their require- 
ments under the centrally let contracts. 
In negotiating contracts for such highly 
differentiated products, the Government 
has essentially only three arguments to 
use: (1) the threat of withholding the con- 
tract, (2) the indirect competition of sub- 
stitutes which agencies may buy under 
similar contracts, and (g) persuasion 
based on price-cost and price-service re- 
lationships. These are effective usually 
in obtaining some concessions from sup- 


pliers, but in many instances the Govern- 
ment is forced to pay the same price for a 
commodity (many business machines are 
examples) as retail customers do who 
walk into a store and buy in quantities 
of one. 


The Effect of the Government’s Purchas- 
ing Policy 

At some time in the past, when pur- 
chasing differentiated products, the Gov- 
ernment has used buying policies very 
similar to those currently used by private 
buyers. The difference was that compe- 
tition was not limited to six or fewer 
brands, as it is by most private buyers, 
but was technically opened to all sellers 
by the policy of buying on a brand name 
“or equal” basis. 

With the development of Federal Spec- 
ifications and centralized purchasing 
programs, however, the Government has 
fashioned a policy intended to offset the 
policies of stable prices and product dif- 
ferentiation practiced by sellers. This 
policy consists of treating differentiated 
products as homogeneous and has two 
principal effects in all types of markets. 
It permits the Government to standard- 
ize and consolidate demand and thereby 
invite bids for larger quantities on each 
contract, and it is a clear notice to pro- 
spective suppliers that product differ- 
ences will be ignored and contracts will 
be awarded to the lowest bidders. 

The relevant comparison is sealed bids 
with limited-competitive bids but with 
different methods of product definition. 
The effects of open bidding compared 
with limited bidding, and of single 
awards compared with multiple and ro- 
tating awards, are qualitatively the same 
in markets for differentiated as for homo- 
geneous products. In Part I of this article 
it was concluded that for homogeneous 
products these factors resulted in sealed 
bids bringing lower prices than limited- 
competitive bids used by private buyers 
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in most markets, except when supplies 
are very short. In the markets considered 
here, the major difference in the effec- 
tiveness of buying is due to the use of 
specifications instead of brand names, or 
in some cases, to the different methods of 
using specifications. 


Markets for Immaterially Differentiated 
Products 

In markets for immaterially differen- 
tiated products, it is relevant to compare 
buying on the basis of specifications with 
buying on the basis of approved lists of 
brand-named products. 

The evidence on resin emulsion paint, 
type cleaner, stencil paper, and ready-to- 
eat cereals amply demonstrates that the 
price advantages to the Government 
which result from buying on specifica- 
tions rather than on a brand-names “‘or 
equal” basis are very substantial. These 
lower prices would logically be expected 
for several reasons: (1) stripping competi- 
tive products of immaterial differentia- 
tion permits the requirements that other- 
wise would be purchased on a number of 
contracts for different makes of products 
to be consolidated and purchased on a 
single contract thus providing an incen- 
tive for suppliers to quote low prices; (2) 
the larger quantities and direct competi- 
tion often induce manufacturers to bid 
directly to the Government rather than 
through their regular wholesalers or re- 
tailers; (3) the use of specifications in 
some cases (as for stencil paper) permits 
cost savings through the elimination of 
qualities not required by the Federal 
Specification; (4) sales and advertising 
costs attributable to establishing effec- 
tive product differentiation, which for 
this class of products are substantial, can 
have no effect in persuading the Govern- 
ment to buy and may be eliminated from 
price calculations; and (5) the use of 
specifications, single awards, and open 


bidding, in most cases, induces sellers to 
abandon their established price policies 
and engage in direct, active price com- 
petition. 

The reasons that buying on specifica- 

tions prompts more active price compe- 
tition than buying on a brand-name “or 
equal” basis may require some explana- 
tion, because the brand-name “‘or equal” 
technique does not positively prohibit 
‘any seller from bidding. The evidence 
shows that where brand names “or equal” 
are used, the brand named in the invi- 
tation to bid is the best known one. The 
difficulty of determining that another 
brand is in fact equal, when adequate ob- 
jective standards (specifications) are not 
available for comparing the products, 
works to limit the number of products 
which are considered to be equal. The 
result is that the number of bidders is 
actually severely limited, and also that 
requirements are split owing to mistaken 
notions regarding product differences. 
The use of specifications not only auto- 
matically opens bidding to all qualified 
suppliers, but also encourages suppliers 
to depart from their established prices by 
permitting them to bid without reveal- 
ing that they are quoting on their regu- 
lar brand. Sellers are loath to quote other 
than their established prices for their ad- 
vertised brands if the fact will be known 
by their competitors and by other cus- 
tomers. 


Markets for Materially Differentiated 
Products 


For many materially differentiated 
products, particularly machinery and 
equipment, private buyers evaluate dif- 
ferences between competitive products. 
Specifications are used as standards 
against which to measure the quality dif- 
ferences. Where the Government also 
uses this technique, as in the case of dry 
batteries, the buying policies are identi- 
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cal and the Government gains from the 
increased competition resulting from the 
other features of sealed bids. Where the 
Government does not use such evalua- 
tion factors, the extra utility offered in 
the product of a bidder whose price is 
not low may considerably outweigh the 
higher price quoted. For products which 
cannot be compounded or redesigned to 
just meet the minimum requirements of 
specifications, the extra utility offered 
above the minimum may be very substan- 
tial, and the loss to the Government from 
ignoring the fact may far outweigh the 
lower prices expected from the open-bid- 
ding and single-award features of sealed 
bids. 

The fact that the data of bidders’ quo- 
tations and calculations determining 
awards are made public acts to limit the 
Government’s use of evaluation factors. 
The basis for evaluation must be objec- 
tive and clearly defensible in case it is 
questioned by unsuccessful bidders either 
directly or through the General Account- 
ing Office or Congress. Often it is possi- 
ble to work out evaluation methods 
which are essentially sound technically 
but at the same time open to different 
interpretations by experts. Private buy- 
ers are free to use such methods and to 
avoid time-consuming arguments regard- 
ing the validity of their decisions. In such 
cases there is a strong presumption in 
favor of the opinion that limited-com- 
petitive bidding brings lower prices than 
sealed bids. 

Where private buyers purchase ma- 
terially differentiated products on the 
basis of brand names, they have no ob- 
jective standard against which to measure 
the differences in quality between com- 
petitive products offered them. In such 
cases they incur the same risk as the Gov- 
ernment does of losses due to failure to 
evaluate quality differences. The Gov- 
ernment, however, gains from the use of 


specifications which eliminate the low- 
est-quality products and also from other 
features of sealed bids, such as open bid- 
ding and single awards to low bidders. 


Summary of the Immediate Effects of the 
Government's Buying Policy 

The evidence and analysis indicate that 
sealed bids bring more favorable prices 
than private buyers’ policies in most mar- 
kets for homogeneous or immaterially 
differentiated products, except when sup- 
plies are very short. This is the result of 
increased price competition and lower 
sales costs due to open bidding, single 
awards, and the use of specifications. At 
times, however, failure to evaluate mate- 
rial product differences in awarding con- 
tracts offsets the advantages gained from 
price competition; and in other cases, 
public availability of bidders’ prices may 
discourage sellers from offering their best 
prices. In markets where sellers adhere 
strongly to stable prices, particularly 
when selling materially differentiated 
products, the Government abandons 
sealed bids and in most cases obtains 
some price concessions either by buying 
from primary sources, or from indirect 
competition of close substitutes. 


THE IMPLICATIONS OF THE GOVERN- 
MENT’S BUYING POLICY FOR THE 
Economy AS A WHOLE 


If sealed bids based on specifications 
were adopted by all large-quantity buy- 
ers who could economically do so, the 
consequences expected would vary de- 
pending on the present characteristics of 
each market. Space does not permit an 
adequate analysis, but an indication of 
the results may be of interest. 

Where competitive products are now 
considered to be homogeneous by buy- 
ers and sellers, the use of specifications 
merely fits buying into present market 
practices and provides the basis for pre- 
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venting quality deterioration to reduce 
costs. Where products are now immate- 
rially differentiated in the Government’s 
opinion and buyers generally adopt the 
same opinion, the use of specifications 
would reduce all competitive products 
to homogeneity. Product adjustments 
would be made to eliminate any imma- 
terial characteristics that increased costs. 

Where products are now materially 
differentiated, the use of specifications 
would initially eliminate any product 
varieties which were obviously poor bar- 
gains and any differences in products 
which most buyers considered to be im- 
material. Differences in the preferences 
of buyers, as expressed in their selec- 
tion of specifications, would leave an ex- 
cessive variety of kinds and grades of 
products largely because of lack of buy- 
ers’ knowledge and the influence of sell- 
ers’ advice in the choice of the specifica- 
tions. Commodity research and the work 
of national standardizing agencies would 
create a tendency toward market-wide 
standardization of the many individually 
chosen specifications. The result would 
be a gradual approach to some optimum 
number of varieties which would offer 
the best chance for buyers to maximize 
the utility-per-dollar of the goods they 
purchase. The attention of producers in 
designing products would be focused 
more directly on the utility of their prod- 
ucts rather than other aspects of salabil- 
ity. Products which are now materially 
differentiated to the point where specifi- 
cations are inappropriate in buying 


_ would be left unchanged. 


Production and distribution would be 
concentrated on a smaller number of 
products. Production costs would be de- 
creased by the increase in run quantities 
to optimum, and distribution costs would 
be lowered through the reduction of the 
number of varieties stocked, sold, and 
delivered. The use of specifications also 


- 


opens the way for the use of open bid- 
ding and single awards to low bidders. 
These permit some reductions in the 
costs of soliciting business and influenc- 
ing awards of contracts which would no 
longer be profitable expenditures. These 
various cost savings would be offset to a 
small extent by the increased costs of 
commodity research and standardization. 

The increased price competition ini- 
tially induced by the shift in buyers’ poli- 
cies could be expected to result in in- 
creased attempts by sellers to avoid its 
consequences. Some increase in price 
leadership and in collusive agreements to 
avoid price competition might occur, 
but where sellers are numerous, open 
bidding and single awards to low bidders 
would probably make such efforts in- 
effective. 

Buyers would benefit by increases in 
the utility-per-dollar of the products they 
procure. This would result from more 
rational choice of products, from in- 
creased contract quantities, and from the 
lower prices expected. The effect on prof- 
its would be uncertain: the reduction in 
profits from lower prices would be in 
part offset by increases in sales and by 
cost reductions. Adjustments of capacity 
to demand would be hastened by the in- 
creased flexibility of prices. 

The Government can improve its buy- 
ing by increasing commodity research, 
completing the Federal Specification sys- 
tem, increasing the evaluation of mate- 
rial product differences when making 
awards, and improving its purchasing 
program research. It can help other buy- 
ers by making information gathered in 
its procurement operations available to 
private purchasing agents. Private buy- 
ers can profit and improve the efficiency 
of markets by opening bidding to more 
suppliers, using specifications consist- 
ently, and making awards to single low 
bidders. 
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CONSUMERS? COOPERATIVES IN NORWAY* 


JOHN C. NORBY 
Los Angeles State College 


Ast year marked the 100th anniversary 
| of the consumers’ cooperative move- 
ment in Norway. Of the societies founded 
in 1851, all had ceased to exist by 1860. 
New societies were started shortly after, 
and in 1876, the peak year, there were 
276 of them, with about 32,000 mem- 
bers. Most of these associations went into 
bankruptcy after the economic crisis of 
1878. The movement was revived in 
1890, and, in 1906, the existing societies 
united to form the Cooperative Union 
and Wholesale Society, the national or- 
ganization. Since that time, consumers’ 
cooperatives have grown in number and 
membership, and today occupy a recog- 
nized position in the economic areas of 
retail and wholesale distribution and to 
some extent in the manufacturing field. 


IMPORTANCE OF CONSUMERS’ 
CooPERATIVES 


In 1950, there were 1358 local societies, 
of which 1084 were affiliated with the 
Cooperative Union and Wholesale So- 
ciety. The affiliated cooperatives had a 
membership of 270,435. It has been cal- 
culated that the members and their fami- 
lies represent about twenty-five per cent 
of the total population.? In addition, 
many people who are not registered mem- 
bers purchase from the cooperative stores. 

Twenty per cent, or 274, of the local 
cooperatives of Norway are not affiliated 

* Material for this article was obtained in Nor- 
way by the writer while on the Olaf Halvorson 
Fellowship of the American-Scandinavian Founda- 
tion, 1949-1950. 


*Samvirke og Samfunn av Ragnar Fé¢rsund, 
N.K.L. Forlag 1949, p. 36. 


* Forbrukeren, Number 10-11, December, 1947, p. 
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with the Wholesale Society. No data are 
available as to membership in these so- 
cleties; however, assuming that the aver- 
age membership per unaffiliated local is 
somewhat less than that of the locals 
affiliated with the Wholesale Society (be- 
cause nearly all are located in the coun- 
try districts), it would mean that close to 
thirty per cent of the Norwegian popula- 
tion is served by the consumers’ coopera- 
tives. 

The share of the total retail sales made 
by the consumers’ cooperatives is not 
available in any statistical series. How- 
ever, by indirect methods, private trade 
and the Wholesale Society have calcu- 
lated that the percentage of the total re- 
tail business done by the affiliated ‘local 
cooperatives was about nine per cent in 
1939 and that it increased during the war 
and post-war years to twelve per cent in 
1948. If the sales of the independent co- 
operatives were included, the share of 
total retail sales would probably ap- 
proach fifteen per cent.* 

Part of the increase was due to addi- 
tional sales to non-members during and 
since the war. During the 1930's, eleven 
per cent of the total cooperative sales 
were to non-members, compared with 
nineteen per cent in 1948. Another rea- 
son for the increase in the cooperatives’ 
share of the retail business in the past 
decade has been the addition to the 
grocery line of other lines of merchan- 

*“Kooperasjonens privilegier,” speech of Directér 
Odd. A. Liberg. General meeting of Norges Kjop- 
mannsforbund, September 29, 1949, p. 2. 

“Comparable figures for other Northern Countries 
are: Sweden, 24 per cent; Finland, 35 per cent; Den- 


mark, 16 per cent; and Iceland, 50 per cent. 
Samvirke og Samfunn av Ragnar F¢rsund, p. 19. 
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dise, such as textiles, shoes, certain farm 
and fishing equipment, and metal and 
electrical products. In the last few years, 
the sale of groceries in the cooperatives 
has declined relative to other lines of 
merchandise. 

The cooperatives are unlikely to reach 
a percentage of total retail sales in the 
same relationship as their membership is 
to the total population, until the local as- 
sociations diversify their lines to a greater 
degree and thus can fill all, or at least a 
large portion, of the consumption-goods, 
and in the rural areas, some of the pro- 
duction-goods needs of their members. 


The Wholesale Society as a Source of 
Products 


In 1950, when the local cooperatives 
made purchases totaling 570 million 
kroner, the wholesale society made sales 
totaling 125.9 million kroner, of which 
73-6 million kroner was for groceries. In 
other words, the central organization had 
sales about twenty-two per cent of the 


_magnitude of the local affiliated associa- 


tions. The Wholesale Society sells not 
only to the affiliated associations but to 
some of the independent associations as 
well. In 1950, while they supplied the 
local cooperatives with only 22.1 per cent 
of their purchases, private wholesalers 
supplied 51.0 per cent, other cooperative 
groups were the source of 20.2 per cent, 
and cash purchases accounted for 6.7 per 
cent.® 

There are a number of reasons for this 
fact, the main one being the quota system 
in use in Norway. All wholesale firms 
get a quota of goods based on their dis- 
tribution before World War II. But 
these quotas are inadequate for the co- 
operatives because the membership in 
the local cooperatives affiliated with the 


* Forbrukesamvirket i Norge, Virksomheter Til 


Lag Innmeldt i Norges Kooperative Landsforening, 
av Franz Gotsjo, 1950, p. 20. 


Wholesale Society has increased by 76,000 
since 1939. Another reason is that the fac- 
tories of the central organization have had 
difficulty in obtaining some materials and 
equipment and have thus been unable to 
supply all the necessities that the members 
require. Then, the sales from the produc- 
tive enterprises of the local societies are 
included in the accounts of the local but 
not in the central organization. Many 
products such as eggs, vegetables, meats, 
milk, etc., which are sold by the local co- 
operatives are, of course, not supplied by 
the wholesale organization. The local af- 
filiated societies, furthermore, are not ob- 
ligated to buy from their wholesale ware- 
house. 

With the local associations accounting 
for 12 per cent of the total retail business, 
and the Wholesale Society supplying but 
22 per cent of their purchases, one can cal- 
culate that the central organization of the 
cooperatives accounts for about 2.6 per 
cent of the total wholesale business of the 
country. 


Manufacturing Activities of the Whole- 
sale Society 

The central organization has inte- 
grated vertically by carrying on manu- 
facturing activities in the following 
fields: margarine, chocolate, radio and 
electrical equipment, soap, clothing, cof- 
fee, light bulbs, shoes and flour milling, 
and by operating a bank and two insur- 
ance companies (life and accident). 

Table 1 shows the amount of produc- 
tion by the Wholesale Society in selected 
fields and the percentage of the total 
Norwegian production in those fields. 

Assuming that the customers of the 
cooperative stores and non-customers buy 
similar quantities of the items in Table 
1, it can be seen that only the light-bulb 
factory has anywhere near sufficient ca- 
pacity to supply the demand of the co- 
operative stores. It is quite possible that 
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TABLE 1.—COOPERATIVE SHARE OF MANUFACTURING IN SELECTED FIELDs, 1946 


Percentage 
of Total 

Type of Total Cooperative Manufactured 

Manufacturing Unit Production* Productiont By Cooperatives 
Margarine Kilogram 54,400,000 4,149,000 7.6 
= (1947) Kroner 195,000,000 4,014,018 2.0 
Shoe Pairs 2,880,000 141,560 3.8 
Chocolate (1941) Kroner 29,300,000 2,482,000 8.4 
Lamp Bulbs Bulbs 5,778,000 1,100,000 19.0 
Flour Milling Kroner 130,000,000 13,500,000 10.3 


* Statistisk-Okonomisk Oversikt, 1948, Statistisk Sentralbyrg, Oslo, 1 Kommisjon Hos. H. Aschehoug and 


Co., 1949, pp. 123-141. 


+ Kooperasjon i Raske Trekk, av Randolf Arnesen, Norges Kooperative Landsforening Forlag, 1948, pp. 
59-68. 


the flour mill and margarine factories 
also have sufficient capacity to fill their 
needs, because the farmer members of 
the cooperatives supply their own butter 
from home production and many farmers 
have their own grain processed at a local 
mill. 


GROWTH OF COOPERATIVES 


The Wholesale Society consisted of 
nineteen local societies and 6,300 mem- 
bers at the time of its organization in 
1906. The growth in number of societies 
and members since that time is shown in 
Table 2, with figures for selected years 
from 1910 to 1950. 

From 1940 to 1950, the rate of popu- 
lation growth remained stable, while the 
rate of growth in number of societies ex- 
ceeded that of membership, resulting in 


a decline in average membership from 
285 to 250. This was caused by the for- 
mation of many new societies due to the 
pressure of war difficulties. However, in 
1948, there was a net increase of 23 co- 
operatives, the same rate of increase as 
during the 1935-39 period. Of the 8016 
new members in 1948, 33.6 per cent 
joined new cooperatives, while 66.4 per 
cent joined associations in existence prior 
to 1948. This may indicate that the pre- 
war trend of gradual increases in the av- 
erage size of local cooperatives is develop- 
ing again, which is a healthy economic 
factor. This development is likely to con- 
tinue for a number of reasons. First, 
there is the necessity of obtaining official 
approval from the government to estab- 
lish a store; secondly, there is a national 


TABLE 2.—GROWTH OF TOTAL POPULATION, COOPERATIVE SOCIETIES AND MEMBERSHIP IN NORWAY, 
SELECTED YEARS, 1910-1950! 


Cooperative Membership 

Population? Societies* Membership* Average As 

Membership Percentage 

Percentage Percentage Percentage per Local of Total 

Year Total Increase Number Increase Number Increase Cooperative Population 
1910 2,392,000 66 15,000 227 62 
1920 2,653,000 12.1 400 506.0 88,346 488 228 3.33 
1930 2,815,000 6.1 455 13.8 110,079 24 242 3.91 
1940 3,000,000 6.6 664 45.9 189,803 72 285 6.32 
1950 3,200,0004 6.6 1,0845 64.7 270,435 47 250 8.45 


PR aga of Societies and Membership is for those affiliated with the Cooperative Union and Wholesale 
lety only. 

* Statistisk Arbok for Norge, Statistisk Sentralbyra, p. 

Samvirke og Samfunn, av Ragnar Forsund, N.K. 1949, pp. 1-58. 

‘ Estimated. 

5 Forbrukersamvirket i Norge, 1950, pp. 186. 
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shortage of commercial buildings, and it 
is difficult to build new ones owing to 
scarcity of materials and construction 
labor. Thirdly, new members will tend 
to join the old societies rather than form 
new ones. Finally, the associations formed 
during and immediately after the war 
will probably increase in membership, 
repeating the experience of the 1930's. 

Have the cooperatives reached their 
optimum level of development? It seems 
likely that there will be an absolute in- 
crease in the number of societies for some 
years resulting from a possible outward 
expansion in the 190 counties (all in 
country areas) out of 680 which are with- 
out direct contact with the cooperative 
stores. These 190 counties have a popu- 
lation of 427,000, thirteen per cent of the 
total population. The increase in growth 
will likely be at a diminishing rate after 
this field has been exploited. As the total 
population approaches an estimated up- 
per limit of 3.8 million,® the number of 
societies will become stabilized, assuming 
the same political structure as is present 
today. 

Membership growth will likely reach 
its optimum stage of development after 
the number of local associations is sta- 
bilized. The rate of growth in member- 
ship is increasing at a diminishing rate, 
but it is greater than the rate of popula- 
tion growth. In the next decade it is likely 
to be greater than the rate of growth in 
societies, as was the case during the 1930- 
40 period. 

The growth rate is likely to be greater 
in the rural areas than in the suburban 
areas, and greater in parts of western Nor- 
way than eastern Norway. The four 
larger cities, compared with most of the 
rural areas, and the eastern, central and 
far northern sections of Norway com- 


*Paul H. Douglas, The Theory of Wages (New 
York: The Macmillan Company, 1934), p. 330. 


pared with western Norway, are closer to 
their optimum development. 


Membership by Occupations 

The occupational structure of mem- 
bership in the local associations shows 
varying degrees of representation from 
all groups in society. Table 3 shows the 


TABLE 3.—OCCUPATIONAL STRUCTURE OF MeEm- 
BERSHIP IN CONSUMERS’ COOPERATIVES 1930 
AND 1946 By PERCENTAGE DISTRIBUTIONS* 


Percent- Percent- 
age age 
Classification by Occupation 1930 1946 


Workers in industry, shipping, 
transportation and business 
(practically all city dwellers) 41.2 

Farm and forest workers 6.2 

Fishermen 1.8 

Independent farmers 26.3 

Master artisans 

Office people, civil service 

Independent industrialists, 
ship owners, and business 
men 


wW 
w Sw 90 


>. 


100.0 100.0 


Source: O. B. Grimley, Consumers’ Cooperation in 
Norway, pamphlet, p. 10, and Samvirke og Samfunn, 
59 


* For affiliated societies only. 


membership structure in 1930 and 1946. 

As the figures in this table indicate, 
membership growth has been greater in 
the rural areas, showing increases for 
farmers and farm and forest workers. 
From December 31, 1930, to September 
1, 1947, rural membership increased 
196.4 per cent, while city membership 
increased only 39.8 per cent.? The sub- 
stantial increase in participation by fish- 
ermen is part of a movement which has 
resulted in the formation of many fish 
marketing and processing cooperatives 
aswell. 

In 1930, 28.5 per cent of the total 
population were city dwellers, while in 
1946, 28 per cent were in this classifica- 
tion. Although official statistics are not 
available for more recent years, it is 


* Forbrukeren, Number 10-11, 1947, p. 211. 
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known that there has been an appreci- 
able number of people (estimated at 
go,000) leaving the rural areas for the 
city districts, so that the proportion of 
city dwellers is probably over thirty per 
cent today. Even with the population 
loss in the rural areas, they have a greater 
growth potential than the city districts. 


ORGANIZATION OF 
CONSUMERS’ COOPERATIVES 


Persons who wish to organize a local 
cooperative must themselves obtain the 
starting capital. Once formed, the co- 
operative may become a member of the 
Wholesale Society, provided that it pur- 
chases shares and operates according to 
regulation in the Model Rules (Monster- 
lovene), first issued in 1908 and last 
amended in 1948. 

Each member of the cooperative buys 
a share in his local association for 100 
kroner, which must be paid in at the rate 
of not less than 10 kroner per year. In ad- 
dition, each member lends the society 100 
kroner, which is obtained by retaining 
each year in the cooperative a portion of 
the interest payable on the original in- 
vestment and a portion of the amount 
payable as a patronage refund. The rate 
of interest on the capital investment is 
determined by the board of directors of 
the local association; it cannot be over 5 
per cent according to the Model Rules. 

The division of the surplus is clearly 
defined for the local associations by the 
Model Rules of the national association 
and by the official laws concerning re- 
serve funds required for businesses. Re- 
serve funds, depreciation and interest on 
the member’s capital are taken from the 
surplus first. The remainder is the pa- 
tronage refund, which cannot be more 
than two-thirds of the surplus. 

The Cooperative Union and Whole- 
sale Society obtains capital through the 
shares that the local cooperatives pur- 


chase in the central wholesale organiza- 
tion. This is accomplished in three steps: 
(1) to begin with, each cooperative must 
purchase at least one share for an amount 
not less than 100 kroner, (2) then, all the 
patronage refund and the interest, which 
the organization pays on the original 
share, must be deposited in a special 
fund until the local cooperative has one 
share for every ten members, and (3), 
as the final step, one half of the patron- 
age refund and the interest must be paid 
into the same fund until the local society 
has one share for every five members. 
The highest authority in the Whole- 
sale Society is the Congress, which meets 
every other year. Each local society has 
the right to send one representative on 
the basis of membership in the organiza- 
tion. Additional representatives may be 
sent, depending upon the amount of the 
purchases that the local cooperative made 
from the Wholesale Society the year be- 
fore. The Congress elects the Chairman 
of the Board of Directors and the Secre- 
tary-General, who is a member of the 
Board of Directors and is in charge of the 
Organization and Information Office. 
Four additional members of the Board of 
Directors are elected by the Congress. A 
seventh member of the Board, the man- 
ager of the Wholesale department, is 
appointed by the six elected members. 
The positions of Chairman of the Board, 
Secretary-General, and manager of the 
Wholesale department are salaried; the 
other four members receive no compen- 
sation. The Congress also elects the aud- 
iting committee of three members. 
The next highest authority is the 
Board of Representatives of 25, members, 
which meets four times yearly. This 
Board is the highest authority between 
the bi-annual sessions of the Congress, 
and is answerable to the Congress. The 
country is divided into seventeen dis- 
tricts and the local cooperatives are 
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members of the local district associations. 
The members of the Board of Represent- 
atives are elected at the annual meeting 
of the district’s associations. Six of the 
districts have two representatives each 
and the rest have one each, while two 
members represent the personnel of the 
Wholesale Society. The Board of Direc- 
tors may ask for decisions on major eco- 
nomic questions or on matters of princi- 
ple from the Board of Representatives. 
It is of interest to note that the personnel 
of the central organization is represented 
on this board. 


SOME MANAGEMENT PROBLEMS 
Extending Credit 


The leadership of the National Whole- 
sale Society and the managers of the 
local cooperatives have given attention 
to the problem of extending credit. Since 
the war, there has been an increase, ab- 
solute and percentagewise, in the amount 
of goods sold on credit by the local asso- 
ciations. Table 4 shows the yearly sales, 


TABLE 4.—-COOPERATIVE CREDIT SALES IN RE- 
LATION TO TOTAL SALES 1944-1950 


Credit Sales 


Yearly Sales on as Percent- 


Sales Mil- Credit Mil- age of Total 
Year lion kroner lion kroner Sales 
1944 . 185.6 2.7 1.5 
1945 212.0 3.7 1.7 
1946 312.8 5.9 1.9 
1947 419.9 8.3 2.0 
1948 454.8 9.9 p ae 
1949 528.3 12.7 2.3 
1950, 614.7 15.5 2.5 


Sources: Forbruksamvirket i Norge 1948, Virk- 
somheten Til Lag Innmeldt i Norges Kooperative 
Landsforening, av Franz Gotsjo, p. 27; Forbruker- 
samvirket i Norge, 1950, Virksomheten Til Lag 
Innmeldt i Norges Kooperative Landsforening, av 
Franz Gotsjo, pp. 30 and 50. 


sales on credit and percentage of credit 
sales of total sales for the years 1944-1950 
inclusive. 

Of the 15.5 million kroner of credit 
sales in 1950, 13.1 million involved con- 


sumer credit and the remainder largely 
credit extended to official institutions. 
Although the use of consumer credit is 
contrary to basic cooperative principles, 
the cooperatives are not necessarily pur- 
suing an incorrect policy. Many con- 
sumer cooperatives in Norway sell dur- 
able and semi-durable goods, such as 
radios, electrical equipment, clothes and 
furniture. The sales of these items con- 
stituted a larger percentage of total sales 
in 1948 than in 1944, for the items were 
not available during the war years. This 
type of product can wisely be sold on the 
installment plan provided the ordinary 
precautions are observed. Credit service 
can be beneficial to the membership. In- 
formation as to the distribution of con- 
sumer credit sales among consumption, 
semi-durable and durable goods is not 
available, and therefore one cannot judge 
wisely the propriety of the increase in 
consumer credit. | 


Size, Number of Outlets, and Operation 
of Production Enterprises 


The problems of (a) size of the local 
association as regards the scale of plant of 
the individual unit, (b) number of out- 
lets per association, and (c) whether or 
not to have a production enterprise, have 
received the attention of the cooperative 
leaders. These leaders consider not only 
the economic result but also the member- 
ship-relation aspect as well, for they con- 
sider cooperation as a social force—“a 
way of life.” They recognize that while 
the larger cooperative may have a greater 
economic position in the community, 
there is a danger of loss of cooperative 
spirit and mutual feeling among the 
members. A committee was appointed by 
the Board of Directors of the Wholesale 
Society to study this problem. In order to 
give an accurate picture of the economic 
differences between the small and large 
cooperatives, an investigation was made 
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TABLE 5.—YEARLY SALES, PER EMPLOYEE, OF TYPE OF COOPERATIVES, BY SALES VOLUME CLASSES, 1948 


Type III 
Type I Type II Cooperatives with pro- 
Class Sales Volume Single Cooperatives A filiated. Cooperatives duction, one or more outlets 
Sales Sales Sales 
Thousand Thous. Thous. Thous. 
Kroner Number Kroner Number Kroner Number Kroner 
1 0-100 41 47.6 
2 100-199 229 70.6 1 64.2 2 53.7 
3 200-299 163 78.8 12 66.9 8 76.7 
4 300-399 113 83.9 18 71.2 7 68.6 
5 400-499 46 91.2 19 75.7 13 75.5 
6 500-749 48 91.7 21 75.5 27 88.4 
7 750-999 7 119.7 17 81.5 19 79.8 
8 1 to 5 mill. 11 110.2 7 97.5 45 84.9 
Average 82.9 79.0 83.4 
Total 658 98 121 


Source: Unpublished Committee Report, Norges Kooperative Landsforening, 1948, pp. 62-64. 


of cooperatives in the country areas only. 
The city associations were excluded be- 
cause nearly all had more than one outlet 
and the economic opportunity in the 
country is very much different from the 
city. Eight hundred and seventy-seven 
cooperatives in the country and small 
villages were divided into three classifica- 
tions: (1) Type I, cooperatives with only 
one outlet and no productive enterprise 
such as a bakery or sausage and fish-prod- 
ucts plant. (2) Type II, associations with 
multiple outlets and no production, and 
(3) Type III, cooperatives with one or 
more productive enterprises and one or 
more outlets. 

Table 5 shows the yearly sales per em- 
ployee for the three classifications. 

For Type I, the cooperative without 
affiliates and without a productive enter- 
prise, sales per employee increased as the 
scale of plant of the individual unit be- 
came larger, through group 7. In the 
other two types, the increase from class 
to class was not so smooth, but the sales 
per employee were greater in the higher 
sales groups. The per-employee sales for 
Type I associations were greater than for 
Types II and III in all sales groups. How- 
ever, the average sales per employee for 


all groups was greatest in Type III, with 
83.4 thousand kroner; Type I was second, 
with 82.9 thousand kroner; and Type II 
was the lowest, with 79.0 thousand 
kroner. The small cooperatives with less 
than 100 thousand turnover yearly, 
pulled down the average for Type I as- 
sociations. 

The data show that the Type II co- 
operative had smaller sales per employee 
than the Type I association for each sales 
group, but there was an increase in sales 
per employee as the size (measured by 
sales) of the cooperative with multiple 
outlets increased. It is not clear from the 
study, however, whether the increase in 
per-employee sales was due to an increase 
in the scale of plant of the individual 
unit or to affiliation. It is more likely 
that it is the former, because the eco- 
nomic advantages of affiliation are more 
likely to show up in the reduction of 
expense items other than labor costs. 

The Type II associations had greater 
sales per employee than Type III in 5 
out of 7 sales groups, but the average for 
all cooperatives was lower. The greater 
percentage of societies in groups 6, 7, and 
8 caused the average for the Type III 
cooperatives to be greater than both 
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TABLE 6.—INCOME, EXPENSES AND SURPLUS OF TYPES OF COOPERATIVES, BY SALES VOLUME 


1948 
Type III 
oe I te Cooperatives with production, 
Class Volume Single Cooperatives Affiliate one or more outlets 
Percentage Percentage Percentage 
of Sales of Sales of Sales 
Thousand Num- In- Ex- Sur- Num- In- Ex- Sur- Num- In- Ex- Sur- 
Kroner come penses plus ber come penses plus ber come penses plus 
1 0-100 41 12.1 9.7 2.4 
2 100-199 229 116 83 3.3 12.0 8.5 3.5 2 ~=12.7 92 35 
3 200-299 163 11.3 8.0 3.3 12 118 8&8 3.0 8 12.4 91 3.3 
2 300-399 113 11.7 8.1 3.6 18 119 88 3.1 7 14.7 104 43 
5 400-499 46 11.2 74 3.8 19 12.8 9.4 3.4 1313.5 96 3.9 
6 500-749 48 11.3 7.5 3.8 24 11.5 8.3 3.2 27) «68.3 
7 750-999 7 115 80 3.54 17 11.4 8.2 3.2 19 13.0 8.8 4.2 
8 1-5 mill. 4.3 12.7 88 3.9 45 13.1 9.7 34 
All groups 658 114 7.9 3.5 98 11.9 8.6 3.3 121 12.9 9.3 3.6 


Source: Unpublished Committee Report, Norge Kooperative Landsforening, pp. 62-64. 


1One cooperative in this group had a very poor year. 


Type I and II, although the per em- 
ployee sales were less in Type III than 
in Type I in these sales groups. 

The data concerning Type III cooper- 
atives would be more useful if the asso- 
ciations with production were divided 
into two groups, namely, (1) with one 
outlet and (2) with multiple outlets. The 
reason for the lower sales per employee 
for most groups could then be ascer- 
tained. It is probable that the lower sales 
per employee were due to affiliation than 
to the fact that the cooperative had a pro- 
ductive enterprise. It should be noted 
that the production employees were not 
included in the calculation of per em- 
ployee sales. 

Since surplus is the best criterion of 
economic effectiveness of the size of a 
cooperative and for determining the most 
profitable type of association, the income 
and expenses of the 877 societies were 
studied. Table 6 shows the income, ex- 
penses, and surplus as a percentage of 
sales for the three types of sales groups. 

For Type I cooperatives, the expenses 
declined and the surplus increased quite 
smoothly from lower to higher sales 
groups. Under the method of retail dis- 


tribution in Norway today (service-type 
stores), and assuming that the percentage 
of sales for each group of commodities is 
the same in the various sales groups, one 
can conclude that the larger association 
of this type gives a better economic re- 
sult than the smaller cooperative. 

For Types II and III, there is no clear 
indication that the larger cooperative 
gives better economic results than the 
smaller. As regards Type III, the larger 
income and consequent surplus is, in 
considerable degree, the result of the 
profitability of the production enter- 
prise. The Type III association gave the 
best average economic result, although 
by no means decisive, for the differences 
among the three types was not great. 

As shown by the lower average sales 
per employee and the lower average sur- 
plus, the affiliated cooperative without a 
production plant is the least desirable 
of the three types from the economic 
viewpoint. Theoretically, a cooperative 
with multiple outlets would have certain 
economic advantages over the single out- 
let association, such as quantity discounts, 
lower managerial costs per unit, oppor- 
tunity for better shipping rates because 
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of larger purchases, and so on. It is prob- 
able that some additional outlets might 
have been established without sufficient 
membership, making the average mem- 
bership per outlet for the entire associa- 
tion too low for economical operation. 
However, if the cooperatives with affili- 
ates had been organized as single-outlet 
societies, it is possible that they would 
have been in an even poorer economic 
position, because they would probably 
have been in Class 1 or 2 of the Type I 
cooperatives, that is, the single outlet so- 
ciety. Average income as a percentage of 
sales was lowest in Type I, but average 
expenses were lower also. The high ex- 
penses in the very small cooperatives of 
this type pulled the average up. If these 
small associations in Type I could in- 
crease their total sales, increasing per-em- 
ployee sales and reducing overhead ex- 
penses, they could equal or surpass the 
average economic result of Type III as- 
sociations. At the same time, the social 
aims are more easily accomplished and 
good membership relations more easily 
maintained in the Type I association. 
Although it varies among different 
types of productive enterprises, the Nor- 
wegians believe that some 500 to 600 
members are needed to make a produc- 
tion plant a profitable operation. The 
expansion of productive enterprises by 
the local associations is likely to be of the 
type in which two or more societies of 
small membership in an economic area 
will jointly construct a plant of sufficient 
size to give needed economies of scale of 
plant. The larger city cooperatives will 
enter into new fields alone, since they 


have sufficient members and outlets to. 


have an optimum-sized plant. The neces- 
sity of having adequate membership is 
shown by a study of cooperative bakeries. 
It was found that bakeries with 7 to 14 
employees had a surplus per worker 54 
per cent greater than those employing 1 


to 3 men, and 20 per cent greater than 
those employing 4 to 6 men.’ 

The Wholesale Society has been dis- 
cussing with its sister organizations in 
other Scandinavian countries the estab- 
lishment of factories for various commod- 
ities which the consumers’ cooperatives 
sell. The aim is to.establish only one op- 
timum-sized factory for each of the de- 
sired articles. 


Improving the Efficiency of Retail Dis- 
tribution 

There is ample opportunity to im- 
prove the efficiency of retail distribution 
in Norway, particularly in the grocery 
line. The cooperatives recognize this 
problem and are making concrete efforts 
to solve it by (1) requiring all store man- 
agers to be trained in the school main- 
tained by the Wholesale Society and (2) 
by training marketing consultants and 
efficiency experts to advise the local man- 
ager on store layout, accounting proced- 
ure, merchandising display and other 
retailing problems. The Oslo cooperative 
has decided that all new outlets are to be 
of the self-service type. Of the 1,595 out- 
lets maintained by the 1,084 cooperative 
societies, only 10 are of the self-service 
type. Some 20 to 30 associations are plan- 
ning to change to the self-service type. 
The Wholesale Society is also developing 
a project to pre-package as much mer- 
chandise as possible. At present, both in 
the cooperative and private trade, pack- 
ing of bulk commodities is done in the 
local store at the time of purchase. 


CooPERATIVE TAXATION 
AND PRIVILEGES 


Much political and economic discus- 
sion in Norway revolves about coopera- 


* Forbrukersamvirket i Norge, 1948, av Frans 
Gotsjo, p. 47. 
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tive taxation and privileges. Consumers’ 
cooperatives and private merchants do 
not see eye to eye on these subjects. 

Taxation is on both the state and com- 
munity levels and both political units 
use the income tax and a capital tax. The 
tax law for the state requires that con- 
sumers’ cooperatives with fixed sales out- 
lets pay an income tax at a rate set by the 
authorities (usually 3 to 5 per cent) on 
the calculated income from their capital 
and on the income from sales to non- 
members. The portion of the net income 
derived from sales to members is not tax- 
able according to law, as this portion is 
not considered income to the coopera- 
tive. If the association cannot determine 
the amount of sales to non-members, it 
must pay income tax on the entire net 
income. On the community level, the co- 
operative pays the same tax rate on the 
capital (usually .3 to .4 of 1 per cent) and 
on income from sales to non-members 
(usually from 15 to 19 per cent) as other 
types of business pay. 

On the state level, however, there is a 
difference in the tax rate on capital be- 
tween the cooperative and the incorpo- 
rated business. The capital tax rate is 
the same for the partnership and pro- 
prietorship forms as for the cooperative. 
The capital tax rate for cooperatives and 
the proprietorship and partnership forms 
is a progressive rate starting with .03 
per cent on the first 10,000 kroner and 
going progressively up to .6 per cent on 
amounts over 4 million kroner. The rate 
for an incorporated business is a flat .2 
per cent. 

On the state level, the income tax rate 
for the cooperative is progressive; 6.2 per 
cent on the first 4,000 kroner, to 48.8 
per cent of the portion over 248,000 
kroner. The rate for the incorporated 
business is a flat 20 per cent. The rate for 
the partnership and proprietorship forms 
is progressive from 3.4 per cent on the 


first 5,000 kroner, to 52 per cent on the 
portion over 275,000 kroner. 

There seems little likelihood of a co- 
operative’s income reaching such a high 
bracket that the tax rate would equal the 
20 per cent rate applicable to the incor- 
porated business. It is interesting to note 
that the rate for the proprietorship and 
partnership forms of business, which 
comprises the main competition for the 
local cooperatives, starts at slightly over 
one-half of the rate at which the coopera- 
tives’ rate begins. The major objection 
from the private trade is that the portion 
of cooperatives’ net income from sales to 
members is not taxable. 

As noted above, the cooperatives pay 
income tax on the portion of the net in- 
come derived from sales to non-members. 
The director of one Merchant’s Associa- 
tion stated to the author that the admin- 
istration of the law in this respect was 
good on the state level and in the larger 
cities. Sales to non-members amounted to 
18.9 per cent of the total sales in 1948. 

The factories of the Cooperative 
Union and Wholesale Society are organ- 
ized as incorporated businesses and are 
taxed at the rate applicable to that form. 
At present, consideration is being given 
to changing the business form of the 
factories to a cooperative basis, and 
thereby reducing or eliminating the total 
amount of taxes. Avoidance of the cor- 
porate income tax, of course, could be 
accomplished by a change in pricing pro- 
cedure, that is, by charging prices which 
would result in no net income to the 
factory. 

That the Norwegian consumers’ co- 
operatives are far from tax free is ev- 
idenced by the fact that they paid slightly 
over one million kroner in capital and in- 
come tax to the state and communities 
in 1948. They are privileged, however, in 
that they have a lower rate of income tax 
than incorporated companies, provided 
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they continue to sell mainly to members 
and do not include as taxable income 
that portion of the net income derived 
from sales to members. The courts have 
upheld the law in its definition of what 
is taxable income to the cooperatives. 
Cooperatives also have a lower capital 
tax rate as long as they are small. 

Private trade constantly struggles to 
change the cooperative tax law which was 
passed in 1917, but no change is likely as 
long as the present labor government is 
in power. During a question period in 
the Storting (Parliament) on March 16, 
1949, the Finance Minister was asked if 
any change were likely. The answer was 
in the negative, with the remark that it 
was his opinion that the cooperatives 
were not taxed more favorably than the 
other business forms. 

The incorporated business is also sub- 
ject to an undistributed profits tax of 
7 per cent of that portion of surplus not 
distributed as dividends to shareholders. 
This rate is hardly oppressive, being ap- 
preciably lower than the personal income 
tax rate applicable if the funds were dis- 
bursed. It does hamper to a minor de- 
gree, the accumulation of expansion re- 
serves. 


The Privilege of Operating Branches 

A privilege which is perhaps of greater 
importance than the method of taxation 
is the right of the local society to have 
branches within the same county or mu- 
nicipality. The private retail merchant is 
not permitted to have more than one 
outlet. Before 1941, the cooperatives with 
more than one store were permitted to 
sell only to members, but during the war 
period, because of the scarcity of goods, 
they were allowed to sell to non-members 
as well. Sales to non-members increased 
appreciably because of this change in the 
law. In the 1930's, about 89 per cent of 


the sales was to members and 11 per cent 
to non-members, while in 1948, 81.1 per 
cent of the sales was to members and 18.9 
per cent to non-members. This privilege 
has not been retracted and there is no in- 
dication that it will be. 

In order to establish a new retail store, 
it is necessary to obtain official approval. 
The private trade believes that it is 
easier for the cooperatives to obtain this 
approval than for a private merchant to 
do so, because, if there is not a coopera- 
tive store close to the proposed site for 
the new one, official approval can usually 
be obtained. The authorities consider the 
number of private stores already in op- 
eration when analyzing the need for an 
additional private store. This policy is 
definitely in favor of the cooperatives be- 
cause there are many areas without co- 
operative stores but which, at the same 
time, have numerous private stores. 


PossIBLE FUTURE 
DEVELOPMENTS 


The Cooperative Union and Whole- 
sale Society has definite plans for expan- 
sion in membership, local associations 
and additional factories. There will likely 
be an inner expansion with new mem- 
bers joining existing societies, and an 
outer expansion with new cooperatives 
in the counties which at present do not 
have any cooperative societies. The rate 
of increase in membership will be greater 
than the increase in new cooperative so- 
cieties, with the average size increasing 
to and surpassing the pre-war average. 

The national organization will con- 
tinue its endeavor to change the quota 
system which the government imposed 
in 1945 in order to maintain a status quo 
relationship between and among whole- 
salers during the period of post-war 
scarcity. A number of conferences have 


been held with government officials con- | 
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cerning this problem, and, although the 
Labor Party is in power and is sympa- 
thetic, no positive results have been se- 
cured. This is primarily a short-lived 
problem, for the necessity of having a 
quota system should not exist after com- 
pletion of the government’s long-term 
program in 1952, unless the enlarged 
Norwegian defense program interferes. 
Bills were introduced in the Parli- 
ament last fall to prevent re-enactment 
of the law prohibiting sales by the local 
society to non-members if the association 
has more than one outlet and to abolish 
the law which permits the local associa- 
tion to have branches in only one county 
or municipality. With better transpor- 
* The present Prime Minister has been a leader in 
the consumers’ cooperative movement, as well as be- 
ing a Labor Party member. In the 1948 national con- 
vention of the cooperative association, he was a 


nominee for chairman of the Board of Directors, los- 
ing the election by a narrow margin. 


tation, this latter restriction can become 


_a distinct handicap, since an economic 


area may cut political boundaries. 

Officials of the cooperative movement 
plan to expand into additional fields of 
manufacturing as soon as national eco- 
nomic conditions permit. They believe 
that new fields must be entered because 
competition between the consumers’ co- 
operative movement and the private 
manufacturers is necessary to insure ef- 
fective and rational economic activity, 
and to assure that prices are at the “‘cor- 
rect” level. They think that modern co- 
operative factories are needed so that the 
Trust Control, a government board es- 
tablished in 1926, may have use of the 
cost and price data of the cooperatives as 
a yardstick in regulating prices on prod- 
ucts manufactured by the private, profit- 
stimulated enterprises. It is likely that 
the Labor Party would be sympathetic to 
such a program. 
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Marketing Notes 


THE CONSUMER JURY METHOD OF MEASURING 
ADVERTISING EFFECTIVENESS—A CASE STUDY 


His Note presents a case study con- 
7 ee the use of a consumer jury 
test! as a means of measuring advertising 
effectiveness. The following details are 
discussed: 


The problem that prompted its use 

. The planning stage 

The procedure 

. The results 

The presentation of findings and action 
taken by management. 


Problem 


A large New England milk company, 
with home offices in Boston, had distribu- 
tion branches in many of the small towns 
in New England. The company regarded 
each branch as an interested part of the 
community in which it was located. How- 
ever, several of the branch managers were 
faced with definite sales resistance which 
they thought stemmed from the fact that 
the company was looked upon as an “out- 
side firm.” 

As part of a plan to overcome this ob- 
jection by the townspeople, the company 
turned to newspaper advertising. A series 
of eleven advertisements was run in the 
local newspaper of one small town. These 
were spaced to appear one week apart. 

*The consumer jury test is described in C. H. 
Sandage, Advertising Theory and Practice (Chi- 
cago: Richard D. Irwin, Inc., 1948), pp. 458-474- 
See also Alfred R. Root and Alfred C. Welch, “The 
Continuing Consumer Study: A Basic Method for 
the Engineering of Advertising”, THE JOURNAL OF 

. MARKETING, Vol. VII, No. 1, July, 1942, pp. 3-21; and 


Franklin R. Cawl, “The Continuing Panel Tech- 
nique”, THE JOURNAL OF MARKETING, Vol. VIII, No. 1, 


July, 1943, pp. 45-50. 


The advertisements featured the picture 
of a different routeman each week with 
a brief biographical sketch emphasizing 
the fact that he was a resident and active 
citizen of the town. Following this were 
his quotes concerning the quality of the 
company’s products. The format of the 
advertisements was such that they ap- 
peared to be news stories. 

The advertisements were run in one 
town only as a pretest of this advertising 
technique. If they produced the desired 
results, the company planned to expand 
their use to some of the other. small 
branches. Therefore, it was necessary to 
find some way of measuring the impact 
of these advertisements on the towns- 
people.? Since past experience indicated 
that door-to-door interviewing would 
prove to be of little value in measuring 
the effectiveness of the campaign, it was 
decided to try the consumer jury tech- 
nique.® 


Planning Stage 


After careful consideration, the follow- 
ing plan was adopted: 


1. To perform the test under the name of 
the advertising agency handling the ac- 
count, in order to avoid any bias that 


*For an excellent discussion of the measurement 
of advertising effectiveness, see Ernest Dichter, “A 
Psychological View of Advertising Effectiveness,” 
THE JOURNAL OF MARKETING, Vol. XIV, No. 1, July, 
1949- 

* The inadequacy of the direct approach is dis- 
cussed in Louis Cheskin and L. B. Ward, “Indirect 
Approach to Market Reactions,” Harvard Business 
Review, Vol. XXVI, pp. 572-80, September, 1948. 
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might be created by revealing the com- 
pany’s name. 

2. To work with a small group of the resi- 
dents of the town who were familiar with 
each other so that shyness would not 
hamper friendly discussion. 

3. To test advertisements of three other 
companies appearing in the local paper 
at the same time which had been pre- 
pared with a similar advertising objec- 
tive. These advertisements were included 
for two purposes: 

a. To establish a springboard for more 
detailed discussion by the group. 
b. To help hide the identity of the 

company running the test. 


At this point the plan was pretested as 
thoroughly as possible using a panel com- 
posed of office employees. As a result, 
several improvements in the question- 
naire form and in the oral presentation 
were made. Also, experience was gained 
in the technique of pairing off respond- 
ents with differing views, thus stimulat- 
ing discussion. 


Procedure 


An arrangement was made with the 
Women’s Club of the town in which the 
advertisements were run to devote part 
of one of its regular monthly meetings to 
the consumer jury test. The only induce- 
ments offered were an opportunity to be 
of service in furthering basic advertising 
research and reimbursement for the cost 
of refreshments. 

The company wanted to find the an- 
swers to the following questions: 


a. What was the opinion of the people as to 
the purpose of the advertisements? 

b. Did they think the message was sincere? 

c. Did they believe it? 

d. What kind of feeling toward the com- 
pany was created by the advertisements? 


To insure a common understanding 
of the terms sincerity, believability, and 
feeling, a description of each term was 


prepared in advance and presented to 
the group by means of a blackboard lec- 
ture. These descriptions were: 


Sincerity 

Looking at the ad as a whole, does it re- 
flect a sincere message from the company? 
Rate each ad on how well you feel it meets 
this purpose. 
Believability 


Does the ad reflect a message that sounds 
truthful and reasonable? 


Feeling 

One of the objectives of the company in 
each of these ads is to create a friendly feel- 
ing between the company and the people it 
serves. How well does each of the ads ac- 
complish this purpose? 


The four advertisements were mounted 


on a cardboard and under each one the 
following rating sheet was printed: 


1. Readership (check one) 
I am sure I have seen this ad__._——E_ 
I think I have seen this ad___—— 
I have not seen this ad____— 

2. What do you think the company was try- 


ing to accomplish with this advertise- 
ment? 


3. Sincerity (check one square) 


poor| fair | | good | excellent 


4. Believability (check one square) 


poor| fair | | good | excellent 


5. Feeling (check one square) 


poor| fair | | good | excellent 


These were distributed to each of the 
26 women in the group. After a detailed 
explanation was given on how to use the 
rating scale, each woman was asked to fill 
out her rating sheet. When this was done 
the rating sheets were collected and di- 
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vided into two groups according to 
whether the Milk Company advertise- 
ment was rated high or low. At this point 
a recording machine was switched on 
and a wire recording made of the re- 
mainder of the proceedings.* Respond- 
ents were asked to justify why they rated 
the various advertisements differently. 
The interviewers kept in the background 
as much as possible allowing discussion 
and argument to develop freely. This 
procedure was followed until it appeared 
that no further important information 
could be abstracted from the group. 
The readership question was asked to 


the advertisement before would score it 
differently than those who were reading 
it for the first time. (Since most of the 
people indicated they had read the ad- 
vertisement, it was not feasible to include 
such a comparison in the findings.) The 
second question concerning the purpose 
of the advertisements was included as a 
check on whether or not the respondents 
understood the common institutional ob- 
jective of the four advertisements as well 
as to ascertain what they thought the 
milk company advertisement was trying 
to accomplish. 


determine whether those who had seen Findings 
TABULATION OF RESULTS 
Advertisements 
1. Readership: Milk Co. Co.A. Co.B. Co.C. 
Sure they have read it 18 12 21 7 
Think they have read it 3 2 2 5 
Have not read it 5 12 3 14 
26 26 26 26 
2. What do you think the company was trying to accomplish with these advertisements? 
Answers No. of 
Milk Company mentions 
To emphasize the local aspect of a large company ” 
The personal touch 7 
To obtain customers 3 
(No other comment received more than 2 mentions) 
No. of 
Co. A. mentions 
To explain the importance of the business 10 
To explain diversity of ownership 6 
(No other comment received more than 2 mentions) 
Co. B. 
To establish goodwill 15 
To sell the store to the public 6 
(No other comment received more than 2 mentions) 
Co. C. 
To sell the product (savings accounts) 15 


To emphasize reliability of the bank 


11 


(No other comment received more than 2 mentions) 


“In the use of a wire recorder it is necessary to 


obtain permission of the audience. 
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3. Average Rating:5 
Sincerity 
Believability 
Feeling 
Av. of 3 factors 


The test indicated that the Milk Com- 
pany advertisement probably had com- 
paratively good readership, but in this 
case high readership certainly did not 
indicate an effective advertisement. ‘The 
group correctly identified the purpose of 
the advertisement and, in general, under- 
stood the institutional nature of the four 
advertisements. With regard to sincerity, 
the milk company advertisement was 
rated lower than that of any of the other 
three companies. The group felt that the 
milk company advertisement was less 
truthful and less reasonable than the 
other advertisements. The friendliness of 
feeling created by the milk company ad- 
vertisement was also less than that cre- 
ated by the other advertisements. The 
average rating of the milk company on 
the latter three points was significantly 
less than the average rating of the other 
three companies. 

A review of the comments made by the 
people in discussion brought out the rea- 
sons for rating the advertisements as they 
did. Only three types of comments seemed 
to favor the milk advertisement. They 
were: 


a. Folksy ad. 

b. Emotional appeal. 

c. Brought my eye to the ad and made me 
want to read it. 


Many comments were made in criti- 
cism of the milk advertisement. Some of 
them were: 


a. Photograph does not appeal to me. (6 
mentions) 


b. The ad lacked dignity. (4 mentions) 


* See rating sheet. The highest possible score is 8; 
the poorest possible score is 1. 


Milk Co. Co.A. Co. B. Co. C. 


5-2 5-7 5.8 5-6 
5-2 6.3 6.0 5-9 
4-7 5-7 5-5 4:9 
5.0 5-9 58 55 


Left me completely cold as far as friendly 

feeling was concerned. (2 mentions) 

. The ad antagonized me. 

Pretending to be a local company. 

Low appeal, strictly emotional. 

. A little simple and crude. 

. Created neither a friendly or an un- 
friendly feeling, did not appeal to me. 

i. Felt it was not sincere. 

Reading an ad about some unknown 

milkman is not going to make me want 

to change milkmen. 

k. A corny or homey touch. 


mo 


Careful analysis of the recorded dis- 
cussion brought to light other objections 
to the milk company advertisements. 
They were: 


a. A feeling of being tricked by finding that 
what appeared to be a news story was ac- 
tually an advertisement. 

b. A feeling that those individuals who ap- 
peared in the newspaper were doing it 
not of their own volition, but because 
they were asked to do so by the company. 

c. A feeling that showing pictures of the 
delivery men is not the most convincing 
way to advertise the quality of a Milk 
Company’s products. 


Presentation of Findings and Action 
Taken by Management 


Each of the Milk Company executives 
concerned with sales or advertising was 
given a complete report, a copy of the 
tabulations, and a verbatim written rec- 
ord of the proceedings. When the report 
was presented, the wire recording was 
played back. 

As a result of these findings manage- 
ment decided not to use this type of ad- 
vertising in other small towns. They also 


. agreed that the advertisements failed 
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principally because attempts to create 
good will and sell products in the same 
advertisement apparently create suspi- 
cion and antagonism with many people. 


Advantages and Limitations 


The advantages of this type of market- 
ing research over house-to-house or mail 
questionnaire surveys are that it is pos- 
sible to gather more complete and accu- 
rate information from the group inter- 
viewed and that the results are more 
convincing to top management because 
more of the flavor and color of consumer 
reaction can be presented. On the other 
hand, this type of consumer jury test 
raises a serious problem of sample repre- 
sentativeness. The test is designed to ob- 
tain reactions from a small group, and 
it would be dangerous to project these 
reactions to represent the average think- 
ing of the population. A series of these 
tests, sampling the various population 
strata, however, may be expected to un- 
cover reliable indications which can be 
used to guide advertising strategy. 

There was some apprehension that the 
presence of the recording machine might 
tend to stifle free discussion. This fear 
proved to be ungrounded. Within a few 
minutes the interviewers were able to 
establish rapport, and the fact that the 
proceedings were recorded appeared to 
have no inhibiting effect. In fact, the 
group later enjoyed having the recording 
played back. 


It is of interest to note that the out-of- 
pocket cost per interview for the field 
work involved in this study was $1.10. 
This compares with approximately $1.00 
as the average cost per interview which 
the company pays for the fieldwork in- 
volved in its regular house-to-house in- 
terviewing. 


Conclusions 


The following points emerge from the 
reported case study as useful considera- 
tions for the marketing executive faced 
with the task of measuring advertising 
effectiveness. First, this type of consumer 
jury test is a worth-while technique in 
measuring the qualitative aspect of ad- 
vertising effectiveness where more con- 
ventional research methods fail to reveal 
consumers’ true feelings. Second, the cost 
of such a test need not be significantly 
greater than other research methods. 
Third, through the use of a recording de- 
vice, more complete information can be 
collected and a more convincing report 
presented to top management. 
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THE DETERMINATION OF ADVERTISING EXPENDITURE 


an article in THE JOURNAL OF MAR- 
KETING, Joel Dean has discussed the 
incremental approach to determination 
of the theoretically correct advertising 
budget. 


* Joel Dean, “Cyclical Policy on the Advertising 
Appropriation,” THE JOURNAL OF MARKETING, Vol. 
XV, No. 3, January 1951, pp. 265-273. 


The purpose of this note is to point 
out that, if we reformulate the optimum 
conditions of the incremental analysis, 
it is possible to express the conditions in 


such a way that practical application is 


even easier. Besides this, it is possible to 
throw more light on the very limited 
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justification of the ordinary methods for 
determination of advertising budgets. 


Contribution of Economic Theory 


In the usual economic theory, we draw 
a demand curve illustrating the quan- 
tity demanded determined by price. We 
usually draw it in such a way that the 
higher the price, the smaller the quan- 
tity demanded, i.e., the demand curve 
slopes from the left to the right. The ef- 
fect of price changes on the quantity— 
that is the steepness of the curve—is 
usually measured by the price-elasticity 
of demand, which we define as the rela- 
tion between the relative change in quan- 
tity demanded and the relative change in 
price. This can be illustrated more ac- 
curately in this way: 


.. dq dp dqp 

rice-elasticity = —* ;:—* or —*— 

where dq and dp mean small changes re- 

spectively in quantity (q) and price (p). 

If we use the same assumption as Pro- 
fessor Dean in the cited article, i.e., that 
the price of the commodity in question is 
constant, we may illustrate the effect of 
advertising on quantity demanded by an 


quantity (q) 


Ficure 1 


advertising-demand-curve as shown in 
Figure 1. The slope of this curve will be 
just the opposite of the slope of the price- 
demand-curve, since more advertising 
creates more sales. The effect of changes 
in the advertising expenditure on de- 
mand might be measured in the same way 
as the effect of price changes, i.e., we 
might conceive of an advertising-elastic- 
ity of demand. This elasticity may be 
defined as: 


dq dA dqA 
advertising-elasticity = or dAq 
where dA means small changes in adver- 
tising outlays and A the amount of dol- 
lars spent on advertising. 

Roughly speaking, this elasticity tells 
us the percentage change in quantity de- 
manded, if we change the advertising ex- 
penditure by 1 per cent. The elasticity 
0.2 means that a 1 per cent change in the 
advertising outlay increases sales of the 
firm 0.2 per cent. 


Nature of Advertising Elasticity of De- 
mand 


At first it ought to be stated that the 
effect of advertising does not depend only 
on the amount of dollars spent on adver- 
tising. The choice of successful advertis- 
ing media, appeals and so on is a very im- 
portant part of advertising management. 
An advertising budget of $100,000 used 
in one way may have no effect on sales 
whatsoever, while used in the “right” 
way it may prove very effective. We shall 
assume here, as Professor Dean did in his 
article, that the advertising dollars are 
used in the most effective ways. 

The price-elasticity of demand has 
been the object of a long range of em- 
pirical investigations, and our knowledge 
of the size of the price-elasticities of a 
great many commodities is rather com- 
prehensive. The same is not true as to 
advertising elasticity. However, although 
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there are only a few published analyses, 
it is possible to state some facts about this 
elasticity.” 

Principally, the elasticity depends on 
(1) the amount of money already used for 
advertising. This is of course due to the 
same fact illustrated in the incremental 
advertising cost curve in Professor Dean’s 
article. In the beginning (see Fig. 1) the 
effect of advertising is negligible, as the 
number of advertising media is very 
small, and so on. However, at a given ad- 
vertising expenditure consumers are at- 
tracted in great numbers—the curve is 
rather flat, and the elasticity is very great; 
but later on it is more and more difficult 
to persuade new consumers to buy the 
brand—the curve is rather steep. In the 
“language of elasticities” this means that 
(apart from the effect of small advertising 
outlays) as the advertising outlay is in- 
creasing the advertising-elasticity of de- 
mand becomes smaller and smaller. This 
is a fact that every advertiser must have 
discovered, and some of them have per- 
haps reached the point in increasing the 
appropriation where the effect on de- 
mand again is negligible, i.e., the elastic- 
ity equals almost zero.’ 


? See D. R. G. Cowan, “Differential Selling Cost in 
Relation to Price,” Advertising and Selling, January, 
1938, pp. 50-52; D. R. G. Cowan, Sales Analysis from 
the Management Standpoint (Chicago, 1938); S. E. 
Gill, “New Findings on Continuity and Dupli- 
cation,” Advertising and Selling, February, 1941, and 
the comments and criticism of this article in: Sey- 
mour Banks, “The Use of Incremental Analysis in 
the Selection of Advertising Media,” Journal of 
Business of The University of Chicago, October, 
1946 (the two last-mentioned articles deal with the 
dynamic aspect); Harry V. Roberts, “The Measure- 
ment of Advertising Results,” Journal of Business of 
The University of Chicago, July, 1947, and Sidney 
Hollander, “A Rationale for Advertising Expendi- 
ture,” Harvard Business Review, January, 1949. It 
is to be hoped that the future will bring a consider- 
able amount of such empirical analyses, but it will 
take a considerable amount of time to establish a 
more generalized theory—if one ever can be estab- 
lished. 

* Since, in this article, we will have to measure the 
advertising-elasticity at given points on the curve, 


Elasticity also is influenced by several 
other factors, as follows: (2) The quantity 
already sold (demanded). This principle 
is a reflection of (1), and needs no fur- 
ther explanation. (3) The sort of com- 
modity in question. It is self-evident that 
the possibilities for expanding sales may 
be influenced by the type of commodity, 
and we assume here that the elasticity 
may be greater for luxury goods than for 


it is worth while to mention a simple method for 
measuring the size of elasticities. The equation of a 
straight line can always be written as 


y=ax+p. 

For a demand curve we have: y = the demand de- 

terminant, which we may call D, and x = the 

quantity demanded, q. The equation is now: 
D=aq +8. 


The elasticity of demand at a given point on the 
vit he: Ste 

q D q 
This may be written: 


aq 
In Figure 2, three demand curves have been drawn 


e.g., Advertising 


Ficure 2 


as examples, all with positive slopes. The curve 
which intersects the axes in origin has the elasticity 
+ 1 at all points, as 8 = o. The curve which inter- 
sects the vertical axis has an elasticity greater than 
1 at every point (as f is positive), but the elasticity 
is decreasing for increasing values of q. The curve 
which intersects the horizontal axis has an elasticity 
less than 1 (as 6 is negative), but the elasticity is in- 
creasing for increasing values of q. 

If the demand curve is not a straight line, we are 
able to measure the size of the elasticity at a given 
point by drawing the tangent to the point, and 
measure the elasticity on the tangent according to 
the above rules. 


| 

| 
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necessaries. (4) The share of market 
which is covered by the firm in question. 
A monopoly has not the chance to gain 
customers from firms producing fairly 
close substitutes, and the elasticity may— 
ceteris paribus—be less than if there are 
such competitors. (5) In connection with 
(4), the advertising of the competitors of 
the firm will of course be of importance, 
and their willingness and ability to react 
to an advertising campaign of our firm. 
(6) The cyclical position or, we may say, 
the income-elasticity of the good is of 
some importance too. More factors might 
be mentioned, but for the purpose those 
mentioned are the most important. 


Optimum Advertising Determined by 
Advertising-Elasticity of Demand 


We are now ready to express the condi- 
tions as to the advertising expenditures 
which maximize profit in the short run. 
We shall here make some simplifying as- 
sumptions, which are the same as in Pro- 
fessor Dean’s analysis, and which, as he 
points out, are rather realistic for the 
short-run policy of the firm, say for one 
year. The assumptions are that the price 
of the product and the variable unit cost 
of the product are not affected by sales 
volume. Hence, both price and the vari- 
able unit cost of the product are constant. 
But it follows that gross revenue per unit 
is constant too. The gross revenue is then 
defined as the difference between price 
and all variable unit costs other than ad- 
vertising. If the price is one dollar and 
the product can be produced and mar- 
keted (apart from overhead costs) at 50 
cents, the gross revenue per unit is 50 
cents. Besides these assumptions we also 
still assume that the advertising dollars 
are spent in the most efficient ways, so 
that the effect of advertising may be meas- 
ured solely in terms of dollars spent. 

If we call an increase in the advertising 
outlay dA, and the gross revenue per unit 


r, our usual optimum condition may be 
expressed in this way: 
dqr = dA (1). 

The equation tells the old story that 
it pays to increase advertising to the point 
where incremental profit (i.e., increase 
in quantity sold (dq) times gross revenue 
per unit (r)) equals the incremental ad- 
vertising cost (dA). 

But if (1) is true, then 


d 1 
(2). 
If we multiply on both sides with - 
we have 
dgA A 
(3).4 


If we examine (3), we will discover that 
the quantity on the left side of the sign 
of equation is the advertising-elasticity 
of demand. Therefore, we are able to 
conclude that the optimum point is 
where the expected elasticity equals the 
quantity on the right side. 

But this quantity is the relation be- 
tween the total advertising outlay of the 
period and the total gross revenue (q 
times r). Verbally we can conclude that 
the optimum advertising, i.e., the adver- 
tising expenditure which maximizes 
profit in the short run, is reached when 
the (expected) advertising-elasticity of de- 
total advertising expenditure 


total gross revenue 
Perhaps it is difficult to discover the 


connection between optimum advertis- 
ing expenditure and total gross revenue. 
An example (see Figure 3) may clarify 
the optimum condition. 


mand equals 


“In his article: “En note on Teoretisk Tolkning 
af Reklameprocenter” in Nordisk Tidsskrift for 
Teknisk pkonomi, 1944-45, Ppp. 49-55 (in Danish), 
Bérge Barfod on his way to other equations reached 
an equation of almost the same content, but he did 
not interpret it. For a brief abstract in English see 
Berge Barfod, ‘““The Theory of Advertising,” Report 
of the Elsinore meeting of the Econometric Society, 
Econometrica, 8:279, 1940. 
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Assumptions 


Total gross revenue (= 100,000 
units per month times gross reve- 


nue per unit, 50 cents) ........ $50,000 
Total monthly expenditure on ad- 
.... $10,000 


Derived from assumptions— 


Total advertising expenditure _ 10,000 
Total gross revenue 50,000 5 
Examples 


I. Advertising elasticity of demand =- 


Extra advertising outlay of 10 per 
sb ence $ 1,000 
gives an increase in quantity sold 
of (0.2 times 10) 2.0 per cent or 
2,000 units. 
Hence, the increase of total gross 


Extra profit o 


It does not pay to expand the ad- 
vertising expenditure. 


II. Advertising elasticity 
1 1 
of demand 


Extra advertising outlay of 10 per 
gives an increase in quantity sold of 
(0.5 times 10) 5 per cent, or 5,000 
units. 
Hence, the increase of total gross 


It pays to expand advertising ex- 
penditure further. 


III. Advertising elasticity 
1 1 
Extra advertising outlay of 10 per 
gives an increase in quantity sold of 
(0.1 times 10) 1 per cent or 1,000 
units. 
Hence, the increase of total gross 


Extra profit 


It pays to reduce the advertising ex- 
penditure. 


Fic. 3. Illustration of the Relation Between Adver- 
tising Elasticity and Gross Revenue. 


It is obvious that the condition ex- 
pressed in equation (3) tells the same 
story as the ordinary equilibrium condi- 
tion—that marginal revenue has to equal 
marginal costs. This sentence was our 
starting point in equation (1). But the ad- 
vertising-elasticity principle tells the old 
story in a new way, and what is more im- 
portant, it tells the story in terms similar 
to those used by practitioners. 

Besides this we have now expressed the 
optimum condition in a way which re- 
minds us of the ‘Percentage-of-Sales 
Method” for determining advertising 
budgets; this therefore gives us the op- 
portunity for a direct comparison and 


evaluation of this very commonly used 
principle. 

Before we proceed in our considera- 
tions concerning this problem, it ought 
once more to be stated that the assump- 
tions made to reach the conclusion were 
the following: 


(1). The sole aim of the advertising 
policy is to maximize profits. Therefore 
it follows that if dollars are spent on ad- 
vertising in order to reduce income taxes, 
it pays to spend more money on advertis- 
ing than indicated by equation (3). 

(2). Price and variable cost of produc- 
tion per unit were assumed constant 
during the period in question. These as- 
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sumptions will diminish the length of 
the periods for which the optimum con- 
dition is valid. For practical purposes, 
however, it ought to be mentioned that 
if the variations of the mentioned figures 
are relatively small in proportion to the 
gross revenue per unit—that is, 5 per cent 
or so—the variation of the theoretical 
condition is negligible, and the condition 
may under these circumstances be used 
as a fairly good approximation. 

(3). The maximization of profit is seen 
only as a function of the advertising ex- 
penditure, which of course is a false 
treatment, as advertising media, slogans, 
layout, and so on are just as important. 
A theoretical approach here is hopeless, 
since the only condition we can mention 
is that we always have to use the dollars 
in the most efficient ways. 

(4). The theory holds good as to short- 
period planning, but a great deal of the 
purpose of advertising ought to be seen 
from a long-run aspect. The dynamic 
theory of advertising cannot be formu- 
lated until we have a greater knowledge 
of the short-run effects. 


The Optimum Condition from a The- 
oretical Point of View 


Obviously, the ‘“advertising-elasticity 
of demand condition” is more clumsy 
than the “marginal condition,” if we 
judge them from a formal, theoretical 
point of view. Graphic presentation re- 
quires curves indicating elasticities of de- 
mand for varying quantities demanded, 
and the ratio between the advertising 
outlay and total gross revenue. At the 
point where those two curves intersect or 
tangent each other, the profit maximiza- 
tion is fulfilled. But it is no “elegant” 
formal solution, as is the marginal one. 

However, if we are of the opinion that 
the purpose of theory is partly to ask in- 
telligent questions of the real world, and 
partly to create tools for practical pur- 


poses, the valuation of the method will 
be different. Then we ought to rewrite 
our theory in terms used by practitioners. 
Our next questions, therefore, are if 
there is any practical use of the optimum 
condition, and if it may prove successful 
for empirical analyses. 


The Practical Application of the Model 

Let us repeat the condition of equa- 
tion (3): Maximum profit is reached if 
we advertise to the point where the (ex- 
pected) advertising elasticity of demand 


total advertising expenditure 


equals 
total gross revenue 


The right side of the equation is sim- 
ilar to a well-known relation; a great 
many firms try to keep this relation con- 
stant according to the Percentage-of- 
Sales Method for the determination of 
advertising budgets. Let us examine the 
relationship between this method and 
the right side of the equation a little fur- 
ther. 

The content of the Percentage-of-Sales 
Method is that advertising expenditure 
is determined as a given percentage of 
the expected sales in dollars. If we call 
this percentage k, the method may be 
described by equation (4): 


A = k(pq) (4). 
However, if the assumptions of this note 


are maintained, price and gross revenue 
per unit are constant. We may write 


p as Py. We are then able to write (4) 
ait? A_,yP 
as (5). 


The result of equations (4) and (5) is that 
if a firm spends a given percentage of the 
sales in dollars on advertising, then it 
spends a given percentage (which is f 


greater than k) of the total gross revenue 
on advertising. 
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The conclusion is then that all firms 
using the Percentage-of-Sales Method 
know the right side of our equation or 
may very easily find it. The relation be- 
tween price and gross revenue per unit 
will be a figure which is very easily com- 
puted, as the statistics of control ordi- 
narily are well developed as to variable 
costs. It ought to be remembered here 
that “gross revenue” is defined as price 
minus all variable costs per unit apart 
from advertising.® 

Obviously, most firms will know this 
relation. The problem left is the magni- 
tude of the elasticity, and as mentioned 
above our knowledge here is negligible. 
However, the firm has an opportunity to 
analyze it, as it has knowledge of figures 
which might be used to estimate the 
elasticity. 

A great many firms analyze their sales 
by sales-indexes, that is, they judge the 
sales of a month in per cent of the sales 
in a previous month. For short periods, 
where all important demand determi- 
nants are constant, these percentages may 
be used for the determination of adver- 
tising elasticity of demand. Seasonal fluc- 
tuations in sales and other factors might 
disturb the picture, but the possibilities 
for measuring this elasticity are not less 
than the possibilities for measuring price- 
elasticity. This is of course true only of 
typical short-run advertising effects. 
However, in proportion to the amount 

* An example may clarify the problem: Let a firm 
spend 5 per cent of sales on advertising (i.e., k = 
0.05). Sales in units = 1,000 (q), price = $1.00 (p), 
all variable costs apart from advertising per unit — 
$0.80. Hence gross revenue per unit = $0.20 (r). The 
advertising expenditure of the firm is then = 0.05 
times 1,000 times $1.00 = $50.00. Advertising in re- 
lation to total gross revenue is then $50.00 divided 


by $200.00 or 0.25. This relation is easier computed 
from equation (5) as 


= 0.05 times 5 = 0.25. 


0.20 
If a firm knows the percentage of sales spent on ad- 
vertising and the relation between price and variable 
unit cost, it knows the right side of equation (3). 


of dollars used on advertising, a thor- 
oughgoing analysis of this elasticity may 
prove valuable, since the result of the 
missing knowledge often will be that too 
small or too great amounts are spent on 
advertising. 


An Examination of the Percentage-of- 
Sales Method 


Equations (4) and (5) give us the op- 
portunity to examine whether the Per- 
centage-of-Sales Method is based on a 
sound theory or not. Equation (3) tells 
us that the optimum point is reached if 
the advertising elasticity of demand 
equals the relation between advertising 
expenditure and total gross revenue. But 
the result of the Percentage-of-Sales 
Method is that the firm always keeps this 
relation constant, as we have in equation 


(5): 


A 

Spending the same percentage of sales 
in dollars on advertising thus means that 
the firm “assumes” the advertising elastic- 
ity of demand to be constant under all 
conditions. And this cannot be true, since 
the advertising elasticity must fluctuate 
according to the size of advertising ex- 
penditure, cyclical position, competitors’ 
reactions, and so on. The part of our 
theory of the advertising demand curve 
which is most evident is that advertising 
elasticity must be shifting and not con- 
stant. 

If we elaborate our model a little fur- 
ther, we shall be able to conclude more 
regarding the consequences of employing 
the Percentage-of-Sales Method. 

Assuming a firm using the Percentage- 
of-Sales Method, we may illustrate its ad- 
vertising policy by the straight line in 
Figure 4, which has the equation 


A =kpq =k P rq. 
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FIGURE 4 


We call it AP. Further assuming that the 
advertising demand curve is of the type 
described in Figure 1, we can draw it as 
the curve marked AD. 

Assuming that the firm expects a sales 
quantity of qi, it determines the advertis- 
ing expenditure of A;. However this 
amount of dollars creates sales of qo. If 
the firm still sticks to the same value of 
k (i.e., spends the same percentage of 
sales on advertising) it now uses Az for 
advertising. A» creates sales greater than 
q2, and so on. This procedure will go on 
until the intersection point of AD and 
AP, where planned and realized sales vol- 
umes are equal for a given amount of ad- 
vertising. Thus we reach an equilibrium 
point in the sense that plans and reality 
correspond. But this point need not be 
an equilibrium point in the sense that 
profit is maximized. 

It is to be seen from the Figure that 


qs/As is another point of equilibrium 
but not a stable one. 

If the firm had planned a sales volume 
less than qs the management would have 
had a very bad experience. A planned 
sale of qs gives a planned advertising ex- 
penditure of A,, but this creates only 
sales of qs, and so forth. This situation 
has the theoretical result that we finally 
reach the zero point, and the influence 
on advertising policy may be one of two 
alternatives: (a) Either that the manage- 
ment thinks advertising not useful for 
their product and therefore decides to 
use other sorts of selling activities, or (b) 
that the management decides to spend a 
greater amount on advertising than As. 

The result of the above analysis is that 
by an advertising policy according to the 
Percentage-of-Sales Method there will be 
a tendency to reach a point on the AD 
side. But is this point the economic op- 
timum point? Obviously it need not be. 

Our conclusion is again that if equa- 
tion (3) is fulfilled in this point, then the 
optimum point is reached. But the Per- 
centage-of-Sales Method far from guar- 
antees this. We shall not develop the 
finding of the optimum point further, 
but only stress that it must be situated 
to the right of the point whose elasticity 
is + 1. According to equation (3) the elas- 
ticity must be less than 1 at the optimum 
point, since total advertising must be 
less than total gross revenue. According 
to the rules of the measurement of elas- 
ticities, the AD-curve will have an elas- 
ticity of + 1 at the tangent-point be- 
tween AD and a straight line through the 
zero-point. 


ARNE RASMUSSEN 
The Copenhagen School of Economics 
and Business Administration 
Copenhagen, Denmark 
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MEASURING CORRELATION WITH A SHORT-CUT METHOD* 


His Note shows how we have mod- 
T fea and improved standard statisti- 
cal techniques to formulate a procedure 
for rapid calculation of a correlation in- 
dex. 

As much of our work at NBC is con- 
cerned with forecasting business indi- 
cators and sales of consumer commodi- 
ties, we are unusually burdened with the 
task of correlating sales data with various 
national income series. Because the work 
load in mathematical correlation is usu- 
ally heavy, a rapid procedure for de- 
termining correlation coefficients was 
needed. 

One of our problems was to forecast 
cigarette consumption for 1952 through 
1955. Mathematical calculation of the 
coefficient of correlation for each possible 
variable was extremely time-consuming. 
Several days were required to test five to 
ten variables in order to select the sig- 
nificant ones. With the graphic method 
presented here, the time required to se- 
lect these variables was reduced to a 
matter of minutes. After selection of the 
important variables by the proposed 
method, we used an arithmetic proce- 
dure to define a line of regression. We 
finally chose disposable personal income 
and population as the two factors which 
most influence cigarette consumption. 

The graphic method of measuring cor- 
relation which we found to be so valu- 
able is an outgrowth of standard statisti- 
cal techniques modified to suit our work. 
We have used this procedure for many 
months and have applied it to almost all 
types of linear equations with most en- 


* The author is indebted to Mr. Hugh M. Beville, 
Jr. and Mr. George MacGovern of the National 
Broadcasting Company for their encouragement and 
help during the progress of this work. 

*See Mordecai Ezekiel, Methods of Correlation 
Analysis (New York: John Wiley and Sons, 1949), 
PP. 59-70, 105-110, 146-152. 


couraging results. This method may be 
useful when: 


1. A short-cut method for calculating the 
coefficient of correlation is required. 

2. An approximate result is adequate. 

3. A decision must be made to determine 
whether a given relationship justifies 
mathematical analysis. 


Many solutions obtained from a 
graphic analysis have been checked math- 
ematically and the checks indicate that 
the deviations are usually not more than 
three to six parts per hundred. We are 
confident that with reasonable care and 
skill this method can be successfully ap- 
plied to many problems involving corre- 
lation analysis. 


PROCEDURE 


Step 


a. Plot a scatter diagram of the data. (See 
Fig. 1) 


Fic. 1. GRAPHIC CORRELATION. 


O—points falling outside parallel lines. 
X—points falling within parallel lines. 


b. Draw a freehand regression line which is 
the line of best fit. 


Step 2: 
Draw two lines parallel to the regression 
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line so that one-third of the points are ex- 
cluded by the band bounded by the par- 
allel lines. One-sixth of the points are to 
fall above this band and one-sixth of the 
points are to fall below this band. Thus if 
there are 30 points, lines are drawn 
through the fifth point from the top and 
through the fifth point from the bottom 
parallel to the regression line. The verti- 
cal height of the band bounded by the 
parallel lines is approximately equiva- 
lent to twice the standard error of esti- 
mate (2Sy). 


Step 3: 


Draw two horizontal lines on the scatter 
diagram so that they each exclude one- 
sixth of the points at the top and bottom 
respectively. The vertical spread of this 
band is approximately twice the stand- 
ard deviation of one variable (2cy). 


Step 4: 


The ratio of eis equal to the coefficient 


of alienation. 
The coefficient of correlation (r) is equal 


(22) 
2 ay 


Step 5: 


A graphic solution of the formulae in 
step 4 may be accomplished as follows: 


With a divider or ruler lay off the dis- 
tance of the line 2 Sy(a) (2 Sy is the verti- 
cal height of the band formed by the two 
parallel lines drawn in step 2) on the 
lower horizontal line so that it meets the 
line 2ay (b). If the ends of the vectors “a” 
and “b” are connected by a line “‘c” then 
a triangle OAB is formed. The angle 


OAB (6) determines the coefficient of cor-_ 


relation. 


Step 6: 


With a protractor measure the angle 6 
and read “r” and “r?” directly from 
Table 1. 


TABLE 1.—RELATING ANGLE © WITH COEFFICIENT 
OF CORRELATION AND COEFFICIENT OF 

DETERMINATION 

Coefficient Coefficient 

of Correla- of Determina- 

Angle tion ‘‘r’’ tion ‘‘r?”” 

45° 0.000 0.000 
46 .259 .067 
47 .360 .130 
48 436 190 
49 495 245 
50 544 .296 
51 586 344 
52 625 .390 
53 656 431 
54 687 471 
55 714 .510 
56 738 544 
57 761 .578 
58 781 -609 
59 799 .639 
60 815 .667 
61 .832 .693 
62 .847 
63 .860 740 
64 .873 762 
65 885 .782 
66 896 .802 
67 906 .820 
68 915 .837 
69 923 
70 931 .868 
71 939 .882 
72 946 .894 
73 952 .906 
74 958 .918 
75 963 .928 
76 969 .938 
77 973 .947 
78 977 955 
79 981 .962 
80 984 .969 
81 988 975 
82 990 .980 
83 993 .985 
84 995 .989 
85 996 .992 
86 998 .995 
87 999 .998 
88 999 .998 
89 999 .999 
90 1.000 1.000 


r”’ is the coefficient of correlation be- 
tween variables while “r?” is the coeffi- 
cient of determination and indicates the 
amount of variance explained as a frac- 
tion of the total variance. 
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If it is desired, a nomograph of the table 
can be constructed. This would eliminate 
measurement of the angle and would 
yield a value of “r” or “r?” directly. 


This method of graphic analysis is 
rather accurate when correlation is high 


and much less accurate when the correla- 
tion is low. However it is ideally suited 
for quick estimates since low values of 
“r” are usually discarded. 

Jack L. Gross 
National Broadcasting Company 


New York City 


SHERMAN ACT ENFORCEMENT 1951* 


HE fiscal year ending June 30, 1951, 
pe marked by only moderate ac- 
tivity in the enforcement of the Sherman 
Act by the Department of Justice. In 
contrast to the previous year when sev- 
enty-one cases were instituted, fifty-one 
new suits were brought. None of these 
suits was of major importance in that 
none sought the dissolution of a major 
concentration of economic power. The 
failure to initiate major cases is, perhaps, 
understandable in the light of the Ko- 
rean military operations and the unde- 
sirability of harassing “‘big business’ at 
a time when we must place great reliance 
on its productive abilities to meet the 
needs of defense.? Moreover, there is in 
the legal mill a fairly large backlog of 
major dissolution and divestment cases 
started in former years, and these cases 
quite naturally draw heavily on the time 
and funds of the Antitrust Division.’ 


* These notes relating to Sherman Act enforce- 
ment refer to the fiscal year 1951 (July 1, 1950- 
June go, 1951). 

1 26 Stat. 209. 

* The extent to which prime military contracts 
were concentrated with our largest business organi- 
zations during World War II is well known. (See 
Smaller War Plants Corporation, Economic Concen- 
tration and World War II, 79th Cong., 2’d Sess., 
Senate Document 206, pp. 27-32.) That a somewhat 
similar concentration is again occurring is the gist 
of the Attorney General’s second report (April go, 
1951) to Congress pursuant to Sec. 708 of the De- 
fense Production Act of 1950. 

* This backlog includes the following cases: two 
suits against Du Pont, one to divest it of cellophane 
manufacturing facilities and the other to destroy the 


Nature of the New Suits 


A.though the new 1951 cases were in 
general of secondary importance, a num- 
ber were of interest for one reason or 
another. In a suit against the Insurance 
Board of Cleveland,* a segment of the 
insurance business was attacked for the 
first time since the Supreme Court held 
in 1944 that insurance is interstate com- 
merce and hence is subject to the limita- 
tions of the Sherman Act.® This case 
should throw more light on the signif- 
icance of the Walter-McCarran Act,® 
which Congress passed in 1945 to limit 
the disrupting effect of the Supreme 
Court’s decision by exempting insurance 


property relationship between it, General Motors 
and United States Rubber; a suit against United 
Shoe Machinery Corp. to force it to dispose of all 
of its facilities for manufacturing shoe factory sup- 
plies and some of its facilities for manufacturing 
shoe machinery; a suit against Armour, Swift, 
Cudahy and Wilson to dissolve these four packers 
into fourteen separate competitors; a suit to separate 
Western Electric Co. from the American Telephone 
and Telegraph Co. and to dissolve the former into 
three independent organizations; a suit to divorce 
manufacturing from retailing in the Atlantic and 
Pacific Tea Co. and to break up its retailing organ- 
ization into separate regional chains; a suit to force 
the Celanese Corp. to divest itself of the assets of an 
important competitor, the Tubize Rayon Corp., 
which it had acquired; and a suit against a number 
of the major oil refiners operating on the Pacific 
coast with the objective of securing an extensive re- 
organization of the industry. 

“Complaint filed Feb. 27, 1951. 

5U.S. v South-Eastern Underwriters Assn., 322 
WS. 533. 

* 59 Stat. 33. 
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from the antitrust laws, with certain ex- 
ceptions, where it is regulated by a state.” 
The newspaper publishing industry con- 
tinued to receive some attention from 
the Antitrust Division,’ which attacked 
the Mansfield (Ohio) Journal for alleged 
efforts to combat radio competition by 
refusing to accept advertising of com- 
panies also advertising over the local sta- 
tion.® An indictment of the Draper Cor- 
poration, a manufacturer of textile 
looms, is somewhat unusual because it is 
concerned with alleged buying rather 
than selling practices—that is, in the jar- 
gon of the economist, with oligopsony 
rather than the more familiar oligopoly.’° 
The Antitrust Division has charged that 
Draper and its co-conspirators have fixed 
the prices they will pay for shuttle blocks 
and have allocated among themselves the 
territories in which they buy them in 
order to segregate their purchases geo- 
graphically and so avoid competition 
with one another. 


Significance of New Suits 
Because of the absence of outstanding 


cases, the significance of the 1951 crop 


of suits can probably be best appraised 
by looking at them as a group. In discus- 
sing all of the cases started in the fiscal 
year 1951 it should be remembered that 
they have not yet been tried, which 


* The insurance business continues to be prosecut- 
able under the antitrust laws for boycotts, coercion 
and intimidation. 

*In the previous fiscal year the Antitrust Division 
had brought cases against two newspaper organiza- 
tions, the Lorain (Ohio) Journal Co. and the Times- 
Picayune Publishing Co. (New Orleans), charging 
both companies with attempting to monopolize local 
advertising. The former case was decided adversely 
to the Journal by the District Court in 1950 but 
was appealed. (g2 Fed. Supp. 794.) In December, 
1951, the Supreme Court upheld the antitrust ac- 
tion against the Journal. No decision has been ren- 
dered in the Times-Picayune case as yet. 

*Complaint filed May 31, 1951. The principal 
stockholders and officers are the same as those of the 
Lorain Journal, sued the previous year. 

* Indictment returned June 27, 1951. 


means that no guilt has been established 
and the charges of the Government are 
allegations and not facts proven in court. 
However, unless the experience of recent 
years is misleading, it may be expected 
that the Government will win a large 
proportion of the suits brought. 

The key role played by trade associa- 
tions in suppressing competition in our 
country is suggested by the fact that in 
almost half of the 1951 suits one or more 
associations were among the defendants 
or alleged conspirators." In most of these 
cases the Antitrust Division charged the 
trade associations with price-fixing, but 
some of the associations were accused of 
other practices, such as sharing the mar- 
ket!? and efforts to control the channels 
of distribution.1* Labor unions were 
among the defendants in five actions**— 
a detail of some interest because prosecu- 
tion of labor unions virtually ceased after 
the Supreme Court in 1941 held organ- 
ized labor immume to the Sherman Act 


Trade associations were involved in 23 cases. 
Some of these cases were duplicates, a civil suit and 
a criminal prosecution being brought against the 
same defendants for the same alleged offense. 

™U.S. v Textile Refinishers Association, com- 
plaint filed June 29, 1951. 

* U.S. v Minneapolis Electrical Contractors Assn., 
indictment returned March 8, 1951; U.S. v Allied 
Florists Assn. of Ill., complaint filed June 29, 1951. 

“ These five actions comprise eight suits, because 
in three actions both criminal and civil suits were 
brought against the defendants. The cases were as 
follows: U.S. v Northern California Joint Council of 
International Fisherman and Allied Workers of 
America; U.S. v Minneapolis Electrical Contractors 
Assn. (2 cases), Locals #292 and #110 of the Interna- 
tional Brotherhood of Electrical Workers are in- 
volved; U.S. v Las Vegas Merchant Plumbers Assn. 
(2 cases), the business representative of Local #525 
of the United Assn. of Plumbers and Pipefitters is 
involved; U.S. v Tobacco and Candy Jobbers Assn. 
(2 cases), Local $400 of the International Brother- 
hood of Teamsters, Chauffeurs, Warehousemen and 
Helpers is involved; U.S. v Textile Refinishers Assn., 
the Cloth Sponging Drivers and Helpers’ Union, 
Local Union #363 of the International Brotherhood 
of Teamsters, Chauffeurs and Helpers and Local 
#18205, of the Textile Examiners and Finishers Un- 
ion are involved. 
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as long as it acted in its own inter- 
ests without combining with non-labor 
groups for illegal purposes.** The five 
actions brought against labor in 1951 is 
the largest number to be brought since 
1943. Whether labor will continue to re- 
ceive the attention of the Antitrust Divi- 
sion or whether this development is one 
of chance remains to be seen. Finally, in 
only three cases were the defendants in- 
volved in what appear to be international 
cartels'*—a small number in comparison 
with the war and early post-war years 
when the Antitrust Division exhibited 
considerable interest in this type of re- 
straint of 


Charges Involved in 1951 Cases 


If the 1951 cases are examined for the 
nature of the practices charged, it will 
be found, as would be expected, that 
price-fixing is by far the commonest. At 
least thirty of the fifty-one cases charged 
price-fixing. Besides price-fixing by sim- 
ple agreement, the charges allege efforts 
to attain this objective by employing a 
common selling agency,’* by open price 
filing enforced by pre-paid fines,’® by rig- 
ging bids® and by the use of patents.** 
The misuse of the latter not only to fix 
prices but to suppress competition in 
other ways, such as the allocation of mar- 


* US. v William L. Hutcheson, 312 U.S. 219. 

*U.S. v R. Hoe & Co., complaint filed May 11, 
1951; U.S. v L.D. Caulk Co., complaint filed May 16, 
1951; U.S. v Blaw-Knox Co., complaint filed June 27, 
1951. 
* The following figures show by fiscal years the 
approximate number of antitrust suits involving 
international business arrangements: 1936—0; 1937— 
1; 1938—0; 1939—1; 1940—7; 1941—11; 1942—18; 1943 
—9; 1944—6; 1945—9; 1946-9; 1947—9; 1948—4; 1949 
—3; 1950-5; 1951—3. 

* U.S. v General Mills, Inc., complaint filed June 
26, 1951. 

*U.S. vy Watch Case Manufacturers Board of 
Trade, indictment returned June 21, 1951. 

” U.S. v Vegas Merchant Plumbers Assn., indict- 
ment returned March 27, 1951. 

™ US. v Logan Co., complaint filed June 20, 1951. 


kets” and the exclusion of competitors,” 
held a prominent place among the 
charges.”* 

Other charges involved in the 1951 
cases are numerous and difficult to cata- 
logue. The Antitrust Division attacked 
alleged efforts to suppress competition by 
the purchase of competitors,”> by control 
of a facility essential to competitors,”* by 
tied sales*’ and by the secret use of “‘fight- 
ing companies.”*8 In other cases the Divi- 
sion proceeded against what it believed 
to be efforts to preserve the established 
channels of distribution” and to exploit 
a monopolistic situation by limiting the 
supply coming on the market.* The 
variety of the charges indicates that, al- 
though it may be true that the major 
problem of enforcing competition has 
changed during the last half century 
from combatting its suppression by force- 
ful methods to attacking its elimination 
through the use of patents and through 
the community of interest developed in 
trade associations or arising naturally in 
industries of few firms, the older prob- 
lem has not completely disappeared. 


Other Developments 


A few other antitrust developments in 
1951 are of interest. The unwieldy suit 


*™U.S. v R. Hoe & Co., complaint filed May 11, 
1951. 

* U.S. v Kobe, Inc., complaint filed April 10, 1951; 
U.S. v L. C. Caulk Co., complaint filed May 16, 1951; 
U.S. v Telescope Carts, Inc., complaint filed May 21, 
1951; U.S. v Kelsey-Hayes Wheel Co., complaint 
filed June 19, 1951. 

*In 13 of the 51 cases the misuse of patents was 
among the charges. 

* U.S. v Pittsburgh Crushed Steel Co., indictment 
returned January 30, 1951. 

"U.S. v Southwestern Greyhound Lines, Inc., 
complaint filed June 26, 1951. 

7 U.S. v Investors Diversified Services, Inc., com- 
plaint field April 26, 1951. 

* U.S. v Borden Co., complaint filed June 18, 1951. 

*” U.S. v Minneapolis Electrical Contractors Assn., 
indictment returned March 8, 1951. 

” U.S. v California Rice Exporters, indictment re- 
turned March 15, 1951; U.S. v Grower-Shipper Vege- 
table Assn., complaint filed May 18, 1951. 
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known as the Mother Hubbard case 
which was begun in 1940 against the 
American Petroleum Institute and hun- 
dreds of major and minor firms in the 
industry was dropped in favor of a series 
of more manageable “segment suits” 
with more limited issues and smaller 
numbers of defendants.*t The Supreme 
Court handed down two decisions of 
some significance, both of which have 
been widely publicized. In Schwegmann 
Brothers v. Calvert Distillers Corpora- 
tion* the Court upset resale price main- 
tenance by holding that maintained 
prices were unenforceable in interstate 
trade with respect to distributors not 
parties to price maintenance contracts—a 
victory for competition that will most 
likely prove short-lived because of the 
power of the druggists’ lobby and the 
American Fair Trade Council. In Tim- 
ken Roller Bearing Company v. United 
States the Court added an unrealistic de- 
cision to its record by ruling that parent 
corporations and their partially owned 
subsidiaries must compete and by imply- 
ing the belief that enjoining agreements 
among them with respect to such things 
as prices and trade territories may assure 
such competition.** Finally, antitrust 
™ Department of Justice Release; June 6, 1951. 


™ 71 S. Ct. 745 (May, 1951). 
* 71 S. Ct. 971 (June, 1951). 


policy was modified somewhat to con- 
form to the new situation created by 
Korean hostilities, in much the same way 
that antitrust policy was modified during 
World War II. The Defense Production 
Act of 1950 granted immunity from the 
antitrust laws to cooperative activities of 
businessmen promoting the defense ef- 
fort and receiving the prior approval of 
the Department of Justice.** Up to June 
30, 1951, ten voluntary agreements, some 
of considerable importance, had been ap- 
proved under this section of the law.** 
Likewise, machinery was created by the 
Department of Justice for postponing an- 
titrust action if it was thought it would 
jeopardize our defense efforts.** In con- 
trast to World War II, however, Con- 
gress has made no provision for suspend- 
ing the running of the statute of limita- 
tions where this is done.** 


KENNETH J. CURRAN 
Colorado College 
Colorado Springs, Colorado 


“8ist Cong., 2’d Sess., Public Law 774, Sec. 708 
(approved September 8, 1950). 

*Letter received from Department of Justice 
dated September 10, 1951. 

* Loc. cit. 

* In World War II the running of the statute of 
limitations was suspended with respect to deferred 
antitrust actions by 56 Stat. 781. 


THE GROUP INTERVIEW AS A TOOL OF RESEARCH 


man formulates a survey. 
Should he gather his data by means 
of personal interviews, or should he em- 
ploy mail questionnaires? Or should he 
conduct group interviews? Actually, how 
often does the group interview get con- 
sideration as a tool of research? Perhaps 
too seldom. Why so seldom? Perhaps be- 
cause of unfamiliarity with it. 

This past year the writer conducted 


an investigation in which the group in- 
terview was used as a major tool. The 
personal interview was employed to a 
limited degree, as was the mail question- 
naire. 

The purposes of the writer's investiga- 
tion were (1) to discover the selling prob- 
lems of department store salespeople, (2) 
to rate the relative importance or serious- 
ness of the individual problems, and (3) 
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to explore the use of the group interview. 

To accomplish the first purpose, 204 
salespeople and 33 supervisors were 
group-interviewed in three stores in a 
series of 7 meetings. Fifteen supervisors 
were interviewed individually in one of 
the three stores. 

The meetings ranged from 25 to 47 
minutes in length. In all, 4 hours were 
consumed in the group interviews by the 
investigator working without assistants. 
In contrast to these 4 hours of concen- 
trated group action, a day and a half was 
consumed by the investigator in conduct- 
ing the 15 individual interviews. 

As for results in terms of data accumu- 
lated, 414 statements of problems were 
secured in 64 minutes from 33 super- 
visors, whereas it required a day and a 
half to secure 218 statements of problems 
from 15 supervisors. (In both the group 
interviews and the individual interviews 
the supervisors were asked to write out all 
the selling problems of their salespeople 
they could think of.) 

In 5 meetings totaling 3 hours, the 204 
salespeople wrote out 1870 problems. 

The group method did more than con- 
serve time for the investigator. It elimi- 
nated the expense and time of employing 
interviewers. Two hundred and fifty-two 
individual interviews would have re- 
quired the employment and training of 
a number of interviewers. 

But even more important than the con- 
servation of time and money was the 
greater standardization of controls made 
possible by the group interview. All the 
people in each meeting heard precisely 
the same explanation of the purpose of 
the survey and received exactly the same 
instructions. The same amount of time 
was available to each of the individuals 
attending the same meeting. Likewise, 
it was the same time of day and week for 
each of them. And the same atmosphere 


and surroundings were common to all 
who attended each meeting. 

During the meetings the investigator 
was able to visit with individuals to give 
assistance when and where needed. Thus, 
the benefits of individual attention were 
not lost in the group interviews. 

It was of interest to the investigator 
that he felt less moved or inclined to in- 
fluence the respondents at the meetings 
than at the individual interviews. A less- 
ening of interviewer bias appeared to be 
a decided advantage of the group tech- 
nique. The use of a single master inter- 
viewer at the meetings, replacing a num- 
ber of individual interviewers, appears 
to decrease the likelihood or probability 
of interviewer bias still further. 

To summarize, the group interview 
method, as employed in this investiga- 
tion, saved time and money; it appeared 
to decrease interviewer bias; it made pos- 
sible greater standardization of the inter- 
view situation. 

In pursuing the second purpose of the 
investigation (rating the problems), a 
check-list was employed. This check-list 
sought to secure difficulty and frequency 
ratings on each problem in a list of sev- 
enty-one selling problems. The adminis- 
tration of the check-list appeared to score 
heavily for the group method as opposed 
to the mail method. 

In seven stores the check-list was ad- 
ministered to groups ranging from twelve 
to sixty-five people. In an eighth store 
the check-lists were put in the store mail, 
to be completed individually by the sales- 
people. In this store a 19.4 per cent ac- 
ceptable response was received from the 
salespeople, with 32 usable check-lists re- 
turned out of 165 mailed out. 

In contrast to this 19 per cent return, 
acceptable responses were secured from 
over go per cent of the salespeople who 
attended the 12 meetings. In all, 413 us- 
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able returns were received from salespeo- 
ple, 92 from supervisors, and 10 from 
training and personnel directors. 

The time consumed in inviting the 
salespeople to the meetings through their 
supervisors was far less than the time 
consumed in addressing individual check- 
lists, as was done in the eighth store. This 
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constituted an additional time-saving ad- 
vantage of the group method. 

No single research tool is possible or 
feasible in all cases. The group interview 
would appear, however, to be deserving 
of more extensive use than is now true. 


Emory P. SHAPIRO 
Los Angeles, California 


SUPPLEMENTARY MATERIALS FOR MARKETING 
RESEARCH COURSES 


N the American Marketing Associa- 
I tion’s program in pursuit of its goal 
(‘““The advancement of science in market- 
ing’’), college education in research is an 
essential element. The quality of market- 
ing research courses depends in large 
measure on the materials employed in 
them. Hence, the topic of this paper is 
of concern to all of the Association’s 
members who believe that its progress is 
bound closely to the ability of future 
generations to understand, use, and con- 
duct research. 

As in other subjects, the textbook is the 
chief teaching material in a marketing 
research course—particularly in a first 
course in this field. For various reasons, 
which will become clearer later on, the 
textbook alone is inadequate in market- 
ing research. A number of other mate- 
rials must be employed if the student is 
to acquire a realistic grasp of research, 
which materials we shall call (for want of 
a better or a recognized term) simply 
“supplementary materials.” 

There unfortunately has been very lit- 
tle attention paid to this aspect of mar- 
keting research teaching, beyond the iso- 
lated labors of individual teachers. The 
writer therefore has sought to bring to- 
gether some initial information on the 
uses and needs for supplementary mate- 
rials by an inquiry of experienced mar- 


keting research teachers. A list of twelve 
questions was sent to teachers with 
known interest in marketing research, lo- 
cated in various regions. Approximately 
two-thirds of them replied, and the result 
is that this paper represents the experi- 
ences and opinions at seventeen universi- 
ties or colleges. 

All of these teachers utilize two or 
more types of supplementary materials. 
They all find these materials essential, 
which is indicated by their interest and 
statements to this effect. A few rather in- 
cidental facts about these seventeen uni- 
versities are: 


(1) The initial marketing research course is 
a one-term course in all except one of 
these universities, which has two semes- 
ters for the course. 

(2) Six have an advanced marketing re- 
search course with which this paper is 
not concerned. 

(3) All of these universities have the “‘se- 
mester” term, except four who have the 
shorter “quarter” term and have a great 
burden in attempting to cover in that 
time the same scope of material as the 
semester schools. 


Types of Supplementary Materials 


The nature of supplementary mate- 
rials may be made clear by describing the 
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-four types in common use. These terms 


will be used in the ensuing discussion. 


(1) Projects. This refers to original studies 
which are conducted by the students. 
These almost inevitably are field data 
collections, and generally are consumer 
surveys. The entire sequence of the 
project work is, so far as possible, car- 
ried on by the students. 

(2) Problems. The student works out the 
results of an assigned exercise. These 
are likely to deal with single phases or 
tasks in research rather than covering 
complete projects. 

(3) Cases. These present the evidence to the 
student, describing some situation or 
episode. He may be asked to criticize the 
actions described or to make some rec- 
ommendations. 

(4) Supplementary readings. Reading as- 
signments additional to the textbook 
which may amplify his knowledge on a 
topic or may introduce him to subjects 
not incorporated in the textbook. 


These four types are quite different 
from one another in difficulty of use, 
time consumed, purpose served, and ef- 
fectiveness. The present paper cannot go 
into examining their relative merits or 
usefulness, in itself a subject for profita- 
ble study. 


Why Use Supplementary Materials? 


These supplementary materials surely 
are used so universally only because they 
serve essential purposes in marketing re- 
search instruction which textbooks do 
not (and which they probably cannot). 
The responding teachers gave varying 
purposes which they believe are served 
by these materials. The most mentioned 
are given below, in order of frequency 
of mention: 


(1) “Reality” (or “concreteness” or “actu- 
- ality”): By causing the student to apply 
theories learned in lectures or textbook, 

or by reading how others actually apply 


them. Theory is thus reconciled with 
practice, real-life difficulties are re- 
vealed, and the subject matter becomes 
more memorable. 

(2) “Variety”: The student is confronted 
with the many-sidedness of research 
methods and their uses. He also is sub- 
jected to different viewpoints and prac- 
tices, rather than confined to the au- 
thor’s and teacher’s views. 

(3) “Research attitude” (or “the objective 
approach”): By the doing of research or 
the examination of others’ investiga- 
tions, which gives the student apprecia- 
tion of the absolute need for a scientific 
attitude in research. 


Practices in Using Supplementary Ma- 
terials 


The reporting teachers indicated 
which of the types of materials their 
classes have been using. Many went into 
generous details regarding the specific 
nature of their materials, but unfortu- 
nately time does not permit our elaborat- 
ing on these details. 

Projects are a regular feature in 14 out 
of the 17 universities’ courses. In one 
other projects are employed whenever 
sponsorship is obtained although only a 
portion of the students may participate 
in them. The two schools which do not 
employ projects, it may be noted, have 
“quarter” terms, where lack of time is a 
serious consideration. 

In 11 universities the entire class takes 
part in the same project. In 3 others, 
students are assigned as groups to indi- 
vidual projects, which instills some ri- 
valry between the groups. These three 
universities are in or near very large cities 
and can readily obtain their projects from 
business firms. In two cases the students 
confer personally with the businessman, 
a desirable touch of reality. 

Finding a worth-while and challenging 
problem for a project is a primary need 
if research courses are to feature such ex- 
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perience. The project is always suggested 
by a business concern in 4 universities, 
while 2 others report that they use com- 
mercial problems when they can be ob- 
tained. The greater number of the 
schools, however, conduct surveys on 
community problems requested by cham- 
bers of commerce or other business asso- 
ciations. In contrast with the foregoing 
are 2 universities where students conduct 
surveys on the campus instead of polling 
the general public. This alternative may 
be necessary for a rural location, and pro- 
vides much of the reality of the field in- 
vestigation. 

The majority who have class projects 
indicate that it is carried throughout the 
term so that the various stages in original 
research all are experienced. Getting the 
project completed and maintaining ac- 
curate tabulations are tough problems 
for the teacher. In at least 3 of the schools, 
the Bureau of Business Research provides 
a central organization which aids in tab- 
ulation and publication (as well as help- 
ing to find sponsors at the outset). 

Problems are employed by 11 out of 
the 17 institutions, but 3 of these assign 
only a few problems. The most extensive 
use of problems is among the 3 schools 
whose research students do not conduct 
field projects. Here the problems serve as 
a substitute for having a real field proj- 
ect, and therefore a series of problems is 
followed, simulating the major stages in 
a survey. Such problems are concerned 
with: (1) questionnaire design; (2) in- 
structions for field workers; (3) sample 
design; and (4) putting jumbled statistics 
in order and drawing conclusions from 
them. Since the field work is time-con- 
suming when a large sample is covered, 
the simulated project avoids this overem- 
phasis and gives the student more prac- 
tice on planning and on the use of data. 

The 11 schools who have both prob- 
lems and a project tend to use the prob- 


lems to give experience in phases not 
found in survey work. These may in- 
clude: locating library sources; determin- 
ing sales potential; analyzing distribu- 
tion costs; and establishing a plan for 
community research. All those using 
problems require reports from the stu- 
dent. 

Cases are used as commonly as prob- 
lems, in 12 of the 17 schools. The wide 
variety of topics and sources for cases defy 
classification. Three of the reporting 
teachers are drawing on their own experi- 
ence in providing case materials. The 
majority are using case materials ob- 
tained from outside sources, some of 
which are hypothetical cases. Most of the 
schools which conduct projects also give 
their students case material, and the ma- 
jority require written papers on the cases. 

Supplementary readings are the least- 
used type of material. A majority (9 
schools) assign none, and 2 others indi- 
cate very few supplementary readings. 
The 2 schools with the most extensive 
outside readings also have large field proj- 
ects for the student and practically no use 
of cases and problems. Since none of the 
schools require problems and a project 
and supplementary readings, it appears 
that these readings are expected to ful- 
fill some of the purposes served by the 
cases or problems. 

Some teachers indicated that little 
weight is placed on such readings, and 
with so little time to augment textbooks 
with collateral reading, it may be futile 
to hope that an undergraduate will exert 
such extra effort. 


Difficulties in Using Supplementary Ma- 
terials 

Marketing research, although one of 
the most absorbing areas of marketing 
instruction, is one of the most difficult. 
This difficulty stems largely from the 
need to supplement text materials with 
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challenging cases, problems, and projects. 
It is a difficulty inherent in the course 
with which the teacher himself must grap- 
ple. As one of them wrote, “I feel that 
the teacher of research has to be a re- 
sourceful person, possessing knowledge, 
experience, and imagination. Such a per- 
son will use materials of his own and 


> 


make them ‘live’. 

While agreeing on the general desira- 
bility of having one’s own materials, we 
may nevertheless attempt to do some- 
thing toward improving the current dis- 
organized situation in available supple- 
mentary materials. The majority of the 
reporting teachers indicate their feeling 
that significant good may be done here. 
The first step, certainly, is to determine 
specific difficulties faced, which include 
the following: 


(1) Shortage of materials describing actual 
business problems and research method- 
ology applied to them. Some of the spe- 
cific problems are: (a) the lack of indus- 
trial marketing research material; (b) 
the absence of material on analyses 
made internally within marketing com- 
panies; (c) the absence of cases contain- 
ing “poor” research, to contrast with 
correct work; (d) few cases describe the 
introductory planning, the working 
papers, cost and other details that are 
important to the student. Too often, 
only the final results are made avail- 
able. 

(2) Library facilities are indicated by the 
majority to be inadequate. This is some- 
times a matter of lacking reading facili- 
ties but more often is the inability to 
purchase enough copies of references to 
provide for the rather large-sized classes 
now prevalent in this subject. 

(3) The available materials and _ their 
sources are not well-known among the 
teachers. This hardly is surprising, for 
no one has made a thorough canvass 
and published any comprehensive list 
of sources and the materials obtainable. 


(4) The teacher faces a host of problems in 
directing an actual project, including 
that of sandwiching it into the course 
without sacrificing variety and perspec- 
tive. It is hard to give the student an 
adequate background, too, before 
launching him on the field study. These 
studies almost necessarily must be only 
pilot studies, and financial aid for them 
hardly ever is obtainable. 


(5) It is no mean feat to keep a fair balance. 


between the different phases of primary 
data collection, and at the same time 
give adequate appreciation of alterna- 
tive techniques, of interpreting and 
using data, and of organizing research 
work within the business enterprise. 
The difficulty is of course magnified by 
the concentration demanded when a 
field project is conducted. 


These problems would be more easily 
solved if the research teachers had a more 
common understanding of their objec- 
tives and of the purposes served by each 
of the different types of supplementary 
materials. The existing confusion is nat- 
ural in view of the newness of marketing 
research teaching, which, like Topsy, has 
“just growed.” Let us consider a few of 
the steps that might be taken. 


SOME RECOMMENDATIONS 


Part of the remedies for our difficul- 
ties in finding, organizing, and using sup- 
plementary materials will depend on the 
cooperation secured from professional 
agencies and from research departments 
in public-minded corporations. There is 
a wealth of case and problem material in 
the field and in the experience of mem- 
bers of this Association. An organized ef- 
fort to secure their cooperation should 
succeed. Perhaps some leading concern 
could be persuaded to publish such de- 
tailed case materials as the Curtis Pub- 
lishing Company provided for advertis- 
ing teachers a few years ago. 

Some remedies may be forthcoming 
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from the teachers, individually or in 
united effort. The following suggestions 
might start some progress: 


(1) Sessions at the national conventions 
might be devoted to the selection and 
use of supplementary materials. Re- 
peated sessions, if those attending work 
on the problem between the meetings, 
would eventually do much to realize 
more effective use of such materials. 

(2) Groups of teachers in each area may 
join to work with their local chapters of 
the association. By an organized can- 
vass, conferring with individual mem- 
bers who are in practical research 
work, they may find a great deal of prob- 
lem and case material. Further, they 
may unearth a number of good projects 
for their classes, which in turn would 
obtain market facts of value to business 
firms. 

(3) Working through a central group of 
teachers, one single problem of wide- 
spread interest may be selected each 
year for market surveys. Teachers on 
campuses across the nation may adopt 
this for the class project of that year. 
When these comparable surveys on the 
various campuses are consolidated, the 
results would give a national picture 
and regional differences—data of far 
greater significance than each small lo- 
cal survey possesses. The students at 
each university would enjoy the com- 
parison of their results with those ob- 
tained at other universities. 

(4) Central lists should be compiled of 
available source material. The associa- 
tion should have a committee at work 
on this long-neglected need. 


(5) There is an evident need for a case and 
problems book for marketing research 
courses. Its compilation would be a diffi- 
cult task, and some teachers now have 
their courses so well organized that they 
would prefer to use their own materials. 
On the other hand, enough teachers are 
unable to secure their own sufficient 
materials that the production of such a 
book is warranted. 

(6) Where universities are located in cities, 
their teachers can find many more re- 
search projects among business firms 
than their classes can handle. In con- 
trast, the university with a rural loca- 
tion has very few nearby businesses 
that would provide worthwhile mar- 
keting problems. The city university 
should be able to solicit some good 
projects for its country cousins. 


In conclusion, this initial study indi- 
cates that supplementary materials are es- 
sential in teaching marketing research 
and seem to be used generally. A wide 
diversity of practice is found, which is 
not wholly desirable if it stems from lack 
of agreement on course objectives and 
on the functions served by supplemen- 
tary material. Many teachers expressed 
dissatisfaction, and the consensus is that 
we have here a significant matter for 
study and remedy. Both research practi- 
tioners and university teachers, in co- 
operative effort, can provide the reme- 
dies. 
Davip J. Luck 

Michigan State College 
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MARKETING RESEARCH—IDEAL 
TRAINING GROUND FOR FU- 
TURE EXECUTIVES 


In the October, 1951, JOURNAL OF MAR- 
KETING, Donald R. Longman makes the 
statement that “the low salaries usually 
paid (in marketing research) generally 
lead to the appointment of mediocre 
people or young people to research posi- 
tions. The abler young people soon dis- 
cern the standing of marketing research 
in the minds of management personnel 
and gravitate to other fields.””? 

It is unlikely that many research men 
will disagree with Mr. Longman’s obser- 
vation. But why not turn this apparently 
disadvantageous situation into a triumph 
for marketing research? 

It is true that marketing research ac- 
tivities will probably never pay high sal- 
aries to any but the top research execu- 
tives. It is also a fact that this tends to 
discourage capable young people from en- 
tering the field, regardless of the oppor- 
tunities for gaining a broad marketing 
background. For example, a few years 
ago one of the large soap companies de- 
cided to offer training opportunities in 
research to a few bright young men in 
the firm’s sales department. Not one 
single sales trainee accepted. This was 
partly due to the lower starting salary and 
partly because they felt they had a 
brighter future in the sales division. 

Nevertheless, there is a way to improve 
the quality of research personnel. Fur- 
thermore, this can be done while at the 
same time laying the ground-work for a 
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greater appreciation of research among 
members of top management. The way 
to accomplish all this is by using the mar- 
keting research department as a training 
ground for future executives. 

What are the mental requirements for 
a good research analyst? Most men in the 
field will agree that the most important 
qualities are intelligence, personality, 
leadership ability, a good analytical 
mind, initiative, selling ability and imag- 
ination. But so are these the same qualifi- 
cations necessary for a good executive. 
Why not kill two birds with one stone by 
allocating a major portion of an execu- 
tive trainee’s time to the marketing re- 
search department? 

Most established companies now have 
training programs for men who show 
promise of having the ability to handle 
management jobs. These programs usu- 
ally require a trainee to spend a few 
months in many different departments. A 
large part of the time devoted to this type 
of training is non-productive because it 
takes a considerable period for a trainee 
to adapt himself to the routine of each 
department. It would be much more 
practical to have a trainee assigned to the 
marketing research department where 
his research projects would automatically 
bring him into contact with the various 
other departments. 

Of course, it would still be necessary 
for such trainees to spend time observing 
the activities of the other important de- 
partments of the company. However, 
these observations could then be set up 
merely to demonstrate the broad gen- 
eral purposes of these departments and 
would require a shorter assignment pe- 
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riod. The intimate contacts with most 
departments would come from digging 
out research data for specific marketing 
research assignments. 

The status of the trainee in the mar- 
keting research department would be 
somewhat the same as that of an “Analyst 
In Training.” He would work under the 
supervision of a senior or junior analyst. 
As a matter of fact, some of these trainees 
could eventually graduate into research 
executive positions if their interests and 
ambitions happened to develop along re- 
search lines. 

Now, what would be gained from set- 
ting up the marketing research depart- 
ment as a training ground for future ex- 
ecutives? First of all, what would research 
gain? 


1. More Able Personnel. Able young 
men would be more eager to work in 
research despite lower salaries because 
they would be able to look forward to 
a brighter future. Also, it would in- 
crease the number of people in the 
marketing research department with 
the ability and inclination to analyze 
research data. 

2. Better Appreciation for Research 
Among Top Management. As trainees 
graduate from the research depart- 
ment they would become missionaries, 
eager to spread the good word about 
the value of research. 

3. Executives Would Eventually Come 
To Understand Research Techniques. 
Since the research department would 
be in close contact with each manage- 
ment trainee, it is natural that the fu- 
ture executives would have a better 
understanding of research techniques. 
This would make the job of the re- 
search department much easier and 
would encourage the use and develop- 
ment of more advanced techniques. 


What would be gained by management? 


1. Diversified Training for Executives. 
There is no place in the average com- 
pany where an aspiring young execu- 
tive could learn more quickly about 
the many phases of his concern’s busi- 
ness than in the marketing research 
department. One day he might be 
gathering advertising data from the 
media department. The next day he 
might be analyzing sales records or 
possibly digging into accounting rec- 
ords. Another time he might be pre- 
senting the results of a sales test to 
members of the executive committee. 
All of these activities would help 
round out a young man for adminis- 
trative duties. 


2. Development of Executives Trained 
To Analyze Facts. An important part 
of any executive’s function is to make 
decisions. With competition in all 
fields becoming stiffer and stiffer, it 
is essential that these decisions be 
based on facts rather than hunches. A 
few years of training under marketing 
research men would surely develop a 
trainee’s ability to analyze facts. 


3. Development of Good Administra- 
tors. Every trainee in a research de- 
partment quickly learns the tech- 
niques involved in supervising sub- 
ordinates. Not only does he plan the 
work of statistical clerks and typists, 
but he is also forced to use every ounce 
of personality to persuade busy per- 
sonnel in other departments to help 
him dig out data for his research proj- 
ects. Where could a future executive 
receive better training in human re- 
lations? 


4. Development of Creative Thinkers. A 
wise business man once said, “Hard 
work alone is not always the way to 
success. Sometimes it is better to put 
your feet up on the desk and think up 
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ways for your company to make more 
money.” Working at marketing re- 
search forces a man to think creatively. 
Every new project is another exercise 
for his imagination. 

5. Productive Work During the Train- 
ing Period, All the time a trainee is 
getting this valuable experience, he 
would be much more productive than 
a trainee under other types of train- 
ing programs. The marketing research 
department would receive much 
needed help without increasing the 
company’s overall budget. 


In summary, an ideal way to advance 
the status of the marketing research func- 
tion in a company is to see to it that each 
prospective executive devotes a consider- 
able portion of his training period to that 
activity. 

Joun D. Horn 
Miami, Florida 


BASES FOR ALLOCATING 
DISTRIBUTION. COSTS 


In his recent article, Robert H. Wat- 
son discussed methods of distribution 
cost allocation and attempted to evalu- 
ate the units of measurement used in cost 
allocation.’ Periodic review and evalua- 
tion is essential for progress in any area 
of study. To be purposeful the material 
subjected to examination should reflect 
current practice. In making his evalua- 
tion, Mr. Watson has restricted himself 
to sources which are outdated and as a re- 
sult has made some generalizations which 
can be questioned in the light of data 
yielded in recent surveys of industry prac- 
tice in distribution cost analysis. 

With regard to sources, apart from 
Canfield’s text in sales administration 
and four articles from accounting jour- 


* Robert H. Watson, “Bases for Allocating Distri- 
bution Costs,” THE JOURNAL OF MARKETING, July, 1951. 


nals, the analysis focuses on Heckert’s 
text, the two pamphlets written by Sevin 
and Taggart, and Neuner’s cost account- 
ing text.? There is no reference to such 
recent surveys of industrial practice in 
distribution cost analysis as Sevin’s ‘How 
Manufacturers Reduce Their Distribu- 
tion Costs” and the National Association 
of Cost Accountants’ study of the methods 
used by some 70 companies.’ The treat- 
ment given the problems of distribution 
cost analysis in more than go articles ap- 
pearing in N.A.C.A. Bulletins over a pe- 
riod of years was practically overlooked 
by Watson. Some 15 of these articles con- 
cern themselves with distribution cost 
standards. 

Having confined himself to just a few 
sources, Watson makes some generaliza- 
tions which are not in accord with cur- 
rent developments in distribution cost 
analysis. For example, the point is made 
(p. 32) that with regard to measures used 
in distribution cost analysis, there is an 
almost exclusive use of data recorded and 
summarized in the accounting system. 
The first research study resulting from 
the N.A.C.A. survey notes the following 
practices as representative of the tech- 
niques employed by various companies: 


1. Simple correlation analysis employing 
scatter charts as part of the task of pre- 
paring flexible budgets. 

2. Time studies and job analyses of ac- 
tivities of salesmen, clerks and deliv- 
erymen. 

3. Logical analysis based upon knowl- 
edge of the operations of the business. 


Further, this survey showed that where 
results obtained from some expenditures 


? The 1947 revision of Neuner’s text reproduces the 
section dealing with distribution cost as contained 
in the 1942 edition. This author cites the 1942 edi- 
tion. 

* National Association of Cost Accountants, “As- 
signment of Nonmanufacturing Costs for Managerial 
Decisions,” Research Series No. 19, May, 1951. 
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cannot be controlled but the application 
of effort is planned and controlled, it is 
the planned distribution of effort which 
is the basis of allocation rather than the 
actual results obtained. The derivation of 
predetermined costs used in connection 
with a system of standard costs calls for 
research far beyond data recorded in the 
accounting system. 

It is stressed by Watson that the ac- 
countant “‘is notorious for the lack of sta- 
tistical proof of the tools he uses.” (p. 32) 

Rather than an imputed a priori selec- 
tion of measurement units, the following 
describes industry practice: 

“Several companies stated that they had 
found it desirable to document the selec- 
tion of bases of allocation, giving all fac- 
tors considered and the reasons for selec- 
tion of the bases chosen. When a question 
arose at a later date, it was easy to deter- 
mine why the decision to use a particular 
basis was made. The record also has 
served as an aid when changes in bases 
were proposed at a subsequent time. In 
some cases the reasons for choice of allo- 
cation bases were summarized in the com- 
pany’s manual. 

“Provision must be made for collecting 
statistics needed for allocating costs on 
the bases chosen. These take the form of 
time reports, quantity movements, etc.’ 

At another point (p. 32), Watson notes 
the tendency to allocate all costs for fear 
that a partial allocation will fail to ac- 
count for all costs. Reference to the 
N.A.C.A. study previously cited as well as 
a number of recent articles in N.A.C.A. 
Bulletins indicates a full awareness of the 
difference between the accountant’s cost 
collection function and his analytical 
function. The existence of two ap- 
proaches to distribution cost analysis, the 
net-profit approach and the contribution 
margin approach reveal an appreciation 


*N.A.CA., op. cit., p. 1154. 


of the problem of developing and pre- 
senting information for different pur- 
poses as well as the analytical tools to be 
employed. Accounting for all costs may 
be essential for budgeting and periodic 
reporting of historical data but problems 
involving alternative courses of action re- 
quire cost data from which have been 
eliminated those costs which do not vary 
in total with the alternative selected. 

Finally, in discussing allocation bases 
for such functional costs as selling, adver- 
tising, transportation, credit and collec- 
tion, and general distribution expense, 
Watson criticizes what has appeared in 
Heckert, Taggart and Sevin’s works. He 
does make some significant points always 
seeking causal relationship between cost 
and result. However, his approach may 
be likened to an attempt at evaluating 
techniques in factory overhead allocation 
by using material appearing in textbooks 
as evidence of current practice. These 
texts would suggest very similar bases 
which could be criticized on many 
grounds. Reference to current practice as 
suggested in technical magazines and 
handbooks would reveal a wide range of 
practice each designed to meet a specific 
need. A textbook sets out the considera- 
tions involved in selecting an allocation 
basis, cautions the reader of the pitfalls 
involved, and then proceeds to illustrate 
bases more or less arbitrarily selected. An 
assumption that these bases reflect cur- 
rent practice followed by an evaluation 
of their suitability is like fencing with 
ghosts. Only a careful study of prevailing 
practice and attempts at drawing conclu- 
sions from them can serve to further de- 
velop the techniques of distribution cost 
analysis. 


MICHAEL SCHIFF 
Graduate School of Business Adminis- 
tration, New York University 
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COMMENT ON A BOOK REVIEW 


It seems to me that Professor Agnew 
misses the point in his review of the re- 
print of Shaw’s, Some Problems in Mar- 
ket Distribution (JOURNAL OF MARKET- 
ING, October, 1951, pp. 237-38). Agnew 
wonders why the book was reprinted. The 
answer appears simple: the book has been 
out of print for some years and the Har- 
vard University Press evidently felt that 
there was sufficient demand to warrant its 
reprinting. 

Personally, I am very glad that this 
little volume is again available. For many 
years my graduate class has started the 
study of functions with Shaw’s article 
published in the Quarterly Journal of 
Economics of August, 1912. They have 
almost worn out this number. Now we 
can have several copies available and the 
students who so desire can buy the book 
for themselves. 

This book was published in 1915 and 
part of the material in 1912, and it must 
be judged on the contribution it made at 
that time. (Incidentally, a national jury 
of scholars gave it a very high rating.) 
Agnew seems to be evaluating the book 
as though it was published in 1951. For 
example, he says: ‘““The author acknowl- 
edges his terminology might be new and 
while that might have been true in 1912, 


at the present time it is of the past gener- 
ation.” Again: “However, they cover less 
material than the freshman would find 
in his current textbooks.” “Evidently he 
(Shaw) never sold goods to retailers who 
repeat over and over again ‘Go out and 
create demand and I'll stock your goods’.” 
As a matter of fact, Mr. Shaw was active 
in the management of one of the most 
successful breakfast food manufacturers 
and was particularly interested in the 
company’s advertising. 

My reaction to the reprint of this little 
book was quite different from Agnew’s. 
As I reread it, I kept thinking of how 
much of this material we have been teach- 
ing during the past 35 years. Probably 
many of the younger teachers got it from 
their teachers and do not know that it 
came from Shaw. Much of Shaw’s phi- 
losophy of business, as well as some of 
his tenets, has been evident in the pro- 
grams and the lobby talk about the con- 
ventions of the American Marketing As- 
sociation and its nuclear organizations, 
as well as in the articles published in the 
Journal. This little book and his An Ap- 
proach to Business Problems have pro- 
foundly affected business education and 
the present generation of business men. 


P. D. CONVERSE 


University of Illinois 
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Editorial Staff: R. Barres, Ohio State University; RicHarD M. CLEWETT, 
Northwestern University; EpNA DoucGLas, Iowa State College; CHARLES 
GoopMaN, University of Pennsylvania; CHARLEs H. Sevin, Office of Price 
Stabilization. Initials of staff members, in brackets following subject head- 
ings, identify the reviewers of the individual items. 


Research completed and in progress is 
classified in this section under the list of 
general headings given below. Individual 
items are designated by the number of the 
general class into which they fall and, also, 
by a serial number within the class. 

Readers interested in securing copies of 
the publications mentioned in the follow- 
ing pages should address their requests to 
the respective publishers—THE JOURNAL does 
not have copies for sale or distribution. 

Members of the American Marketing As- 
sociation who are engaged in significant 
pieces of marketing research are urged to 
submit items to the Editor of this section. 


List or GENERAL HEADINGS 


1, Advertising 

2, Selling—Personal 

3. Industrial Marketing 

4. Marketing Farm Products 

5. Marketing Minerals 

6. Marketing Services 

4. Producers’ Marketing of Consumer 
Goods 

8. Product Analysis 

Consumer Studies 

10. Cost of Marketing 

11. Foreign Trade 

12. Cooperative Marketing 

13. Credit—Mercantile and Retail 

14. Retailing 

15. Transportation 

16. Warehousing 

17. Wholesaling 

18. Federal, State, Local Regulation 

1g. Taxation 
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20. Marketing Theory 

21. Prices and Price Policies 
22. General Market Statistics 
23. Market Area Studies 

24. Research Technique 

25. Markets—Specific Products 
26. Miscellaneous 


1. ADVERTISING 


1,1 Why You Should Avoid Excesses in Your 
Advertising. Dr. H. C. Link, Printers’ 
Ink, November 2, 1951. [R.M.C.] 


The wisdom of exaggeration, repetition, 
and great aggressiveness in advertising is 
questioned in this article. It is contended 
that such practices may bring about less fa- 
vorable sales results than those produced by 
more conservative advertising. It is con- 
tended that advertising excesses may influ- 
ence people to conclude that all advertising 
is unnecessarily expensive. Advertisers are 
advised to pay more attention to criticisms 
of advertising rather than dismiss them with 
the thought that they are biased or come 
from people with above average intelligence 
and, therefore, are not representative. 


1.2 Television Owning and Its Correlates. 
Charles E. Swanson and Robert L. 
Jones, Journal of Applied Psychol- 
ogy, October, 1951. [E.D.] 


A probability sample of Minneapolis 
adults (31 television receiving set owners; 
171 nonowners) reported their media habits 
in four interviews in April and May, 1950, 
and took information tests and disguised in- 
telligence tests. At this time Minneapolis 
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had two television stations which provided 
only local programs. 

Television receiving set ownership was 
significantly related to two things: movie at- 
tendance (owners attended 56 per cent fewer 
movies during the last four weeks) and radio 
hours (owners listened 42 per cent fewer 
hours during the last four weeks). While 
other media relationships were not statisti- 
cally significant, trends were observed for 
set owners to read fewer books (22 per cent 
less) and to spend a little less time (21 per 
cent less per day) reading newspapers. They 
read almost the same number of magazines 
(3 per cent less). Owners tended to know 
less about governmental affairs but did not 
differ significantly from nonowners in in- 
come, education, social activity, or intelli- 
gence. They did, however, show wider vari- 
ability in intelligence than did nonowners. 


1.3 The Economic Aspects of Advertising. 
Nicholas Kaldor, The Review of Eco- 
nomic Studies, No. 45, 1949-50. [E.D.] 


The economics of advertising may be ap- 
proached as an analysis of either the factors 
which determine the scale of advertising ex- 
penditure in different trades or, as in this 
study, the effects of advertising on the dis- 
tribution of resources between different uses 
iad On costs and prices. 

The direct function of advertising is the 
dissemination of information. While adver- 
tising meets a need for information, it does 
not fulfill the need well; for it gives too little 
information, is biased, and has suppressed 
other channels of information. The net ex- 
penditure for advertising in 1938 (in Eng- 
land) was about £70 millions, which is ex- 
orbitantly high when compared with other 
expenditures for the dissemination of 
knowledge and with the probable cost of 
providing information about commodities. 
It cannot be justified on the basis of its di- 
rect benefits. 

The indirect effect of advertising on the 
general demand for commodities is not 
known. If it causes an increase in demand 
at the cost of alternative consumption, there 
is no evidence of its effect on welfare. If it 


does so at the cost of saving, by raising the 
propensity to consume, it may affect favor- 
ably the level of output and employment in 
an unemployment economy. But is it better 
or worse than other methods of increasing 
employment? Actually, advertising expendi- 
tures vary positively with the level of eco- 
nomic activity, thus accentuating the ampli- 
tude of economic fluctuations. 

Although advertising expenditures by 
competing monopolists may neutralize one 
another, it is more likely that the pattern of 
the industry (i.e., size distribution of firms 
and degree of concentration) will change as 
a new equilibrium is achieved. The tend- 
ency is for oligopoly rather than monopoly 
to develop. 

Large-scale advertising is connected with 
manufacturers’ attempts to gain market con- 
trol in what were previously wholesaler 
dominated markets. Economic effects of ad- 
vertising depend on the advantages of 
manufacturers’ oligopoly versus wholesalers’ 
polipoly—i.e., lower production costs versus 
higher selling costs. Expenses incurred to en- 
large the size of the market are known as 
selling costs and are the result of joint pric- 
ing—i.e., they are “the excess of the total ex- 
penditures actually incurred at all stages of 
the chain of production and distribution, 
over the amount that would have been in- 
curred, if all separate services performed in 
the course of the productive and distributive 
process had been priced separately.” On the 
basis of Twentieth Century Fund figures, 
selling costs, as here defined, accounted for 
only 22 per cent of the price of goods to final 
buyers. Of total selling costs, advertising 
accounted for only 14 per cent. Advertising 
is one instrument of restricting competition 
and freedom of entry in order to achieve 
large-scale production and standardization 
and must be tested in terms of alternative 
methods of achieving these ends. 

The question remains as to why retailer 
domination, with lower operating expenses, 
has not made more progress. Available em- 
pirical evidence shows that manufacturers’ 
brand control is generally associated with 
wasteful methods of distribution. 
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1.4 Coupons Have Little Effect on Long- 
Term Sales of Products, Nielsen V. P. 
Declares. Advertising Age, November 
12, 1951. [R.M.C.] 

Presenting a limited number of cases, this 
report of a talk by P. J. Stromberg indicates 
some of the conditions under which the use 


of coupons results in changes in long-term 
sales. 


2. SELLING—PERSONAL 


2.1 A Sales Situation Test. Milton L. Rock, 
Journal of Applied Psychology, Oc- 
tober, 1951. [E.D.] 


The basic question involved in tests de- 
signed to select salesmen concerns the apti- 
tudes that must be measured. Sales aptitude 
is the capacity to deal effectively with sales 
environments and includes intelligence, in- 
terests, personality, judgment, and product 
and market knowledge. Adequate tests exist 
for all of these except judgment. 

Leading sales managers made up selling 
situations that would require sales judg- 
ment. These were tested and weighted on 
the basis of a pretest among sales managers. 
Each situation had four alternate judgments 
to be ranked from one to four. Salesmen in 
two eompanies (one selling technical goods, 
one selling consumer goods) and production 
supervisors in one company took the test, 
and their scores were compared. It was 
found that the test differentiated between 
salesmen and nonsalesmen and between 
commercial and industrial salesmen. 


9. CONSUMER STUDIES 


9.1 Survey Showing Ownership of Phono- 
graphs, Record Players, Television Sets 
and Record Purchasing Among Path- 
finder Families. (Philadelphia, 5: 
Pathfinder, Washington Square, 
1951.) [C.S.G.] 

This survey of the extent and duration of 
ownership of phonographs, record players, 
and television sets by brand among Path- 
finder subscribers and the source, extent, 
and nature of recent record purchases con- 
sists of simple tabulations. There are no 
cross-tabulations to indicate the relation- 


ships between ownership of one device and 
another or between any of the reported phe- 
nomena and possible related factors such as 
age, size of family, or duration of ownership 
of some other entertainment medium. 


10. COST OF MARKETING 


10.1 Camera and Photographic Supply Stores. 
Cost of Doing Business Survey No. 4. 
(New York 8: Dun & Bradstreet, Inc., 
99 Church Street, 1951.) 6 pp. Free. 
[C.s.G.] 


In analyzing operating statements of 199 
camera and photographic supply stores for 
1949, separate tabulations were prepared by 
sales size, city size, type of shopping area, 
form of organization, proportion of sales 
made on credit, and rate of profit. Each 
table shows median sales, gross margin, total 
expenses, separate ratios for the principal 
items of expense, net profit and stock turn- 
over. 

Average gross margin for the entire group 
was 31.1 per cent; expenses totalled 27.5 per 
cent leaving a net profit of 3.6 per cent on 
sales of $80,800. The larger stores and those 
in the downtown shopping locations were 
found to average slightly higher gross mar- 
gins, and to have slightly higher expenses 
and turnovers. 

Seventy-five of the stores earned net 
profits in excess of 5.0 per cent of sales. This 
select group, which had median sales 
slightly below that for the entire sample, 
had a higher median gross margin and lower 
expense ratios for every expense classifica- 
tion than did the low-profit-rate and un- 
profitable stores. Total expenses for this 
group were only 24.1 per cent of sales in con- 


trast with 33.5 per cent for the 46 unprofit- 
able stores. 


11. FOREIGN TRADE 


11.1 Domestic Trade in an Underdeveloped 
Country—Turkey. William H. Nich- 
olls, The Journal of Political Econ- 

omy, December, 1951. [E.D.] 

Only 4.9 per cent of Turkey’s nine million 
gainfully employed in 1945 were engaged in 
commerce, transportation and communica- 
tion, and domestic and personal service. Do- 
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mestic distribution appears to parallel that 
of the United States in 1820. Business enter- 
prises with the best merchandising experi- 
ence distribute manufactured products of 
foreign origin (e.g., farm machinery, Singer 
sewing machines). Because of import regula- 
tions and low consumer purchasing power, 
the volume of sales prohibits the establish- 
ment of well-organized, large-scale sales 
and service organizations. 

There are many small middlemen, each 
depending upon high margins, with little or 
no integration of manufacturing and mar- 
keting. (E.g., meat wholesalers in Istanbul 
do little more than extend credit to retailers 
and are legally entitled to a 5 per cent 
markup.) Efficiency in private domestic in- 
dustry and trade is discouraged by a “ba- 
zaar” psychology, chronic inflation, scarcity 
of entrepreneurial ability, shortage of long- 
term credit, taxes, government regulations 
which discriminate against private invest- 
ment, and public competition. 

Because the government provides few of 
the basic marketing services for efficient 
marketing of agricultural products—market 
information, standardization, etc.—it has had 
to intervene directly in the marketing and 
pricing processes. Domestic public enter- 
prises (e.g., in cereals, cotton textiles, iron 
and steel, chemicals) have not been well 
planned; and little attempt has been made 
to pursue a low-price, large-volume policy. 

Turkey’s first need is to raise man-hour 
productivity in manufacturing, mining, and 
agriculture. Advertising and sales promo- 
tion should not be overlooked as possible 
means of helping companies attain eco- 
nomic levels of production. Also, Turkey 
might find it advantageous to seek foreign 
capital to be invested in large-scale distribu- 
tion of the Sears, Roebuck variety that is 
found in Brazil and Mexico. 


14, RETAILING 

14.1 More Efficient Methods of Grocery Han- 
dling. (Washington: U.S. Depart- 
ment of Agriculture, Production 
and Marketing Administration. To 
be Published.) [c.H.s.] 


This study has developed ways of increas- 


ing productivity per man-hour by about 40, 
60, and 70 per cent respectively in receiving 
groceries, marking prices on individual 
items, and stocking the shelves in each of 3 
retail self-service food stores over the meth- 
ods that were previously used in these stores. 
Studies were made of the methods and 
equipment used in 60 stores of 2 retail food 
chains located in various sections of the 
country, and the improved methods de- 
veloped were applied to g test stores. 
Increased efficiency in the receiving opera- 
tion was obtained primarily by introducing 
wheel-type roller conveyors in the place of 
2-wheel and 4-wheel trucks, and by laying 
out the storeroom in such a way that gro- 
ceries could be stacked by commodity groups 
and so that the back of any stack was not 
more than 10 feet from the conveyor. In- 
creased productivity in price-marking was 
brought about by proper use of stamp sets, 
use of the wheel-type gravity conveyor in ob- 
taining cases of merchandise for price-mark- 
ing, and placing the cases, as they were 


price-marked, on a 4-wheel truck for trans«9 


port to the shelves. Production man- 
hour in stocking shelves was 


bring the items to the shelf and usifg@te 
hands properly in placing the items on the 
shelf. Production was further increased 
through the use of a new leaf-type shelf (de- 
veloped as a part of the study) to support 
the case during the shelving operation. 


14.2 The Night Owls. Time, January 28, 
1952. [R.M.C.] 


Night selling by retail stores is becoming 
increasingly important. Two reasons for this 
shift are “1) people have more time to shop 
after working hours, and 2) the five-day 
week has changed Saturday, the traditional 
peak shopping day, into a ‘stay-at-home’ 
day.” Speeding the trend is the fact that 
more wives are joining the labor force. 
Limited new evidence bears out the trend. 
The new suburban shopping center at 
Framingham, Mass., is now open three nights 
a week. The proportion of leading depart- 
ment stores and specialty stores open at least 
one night a week has jumped from 69 per 
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cent to 78 per cent, according to the Na- 
tional Retail Dry Goods Association. Chi- 
cago’s Super Market Institute, Inc. reports 
that 27 per cent of the 6,048 stores owned by 
its members remain open every evening. 
Sears, Roebuck stores in many cities remain 
open two or three nights a week. Evening 
hours reduce solo shopping. Couples and 
families make possible quicker and more 
lasting buying decisions which result in re- 
duced selling time and returns. This makes 
possible lower selling costs. Dollar volume 
at night frequently tops daytime shopping 
as much as 25 per cent on heavy appliance 
items. 


14.3 The Super Growth of Supermarkets. 
Tide, December 7, 1951. [R.M.C.] 


The present importance of the supermar- 
ket is indicated in this statistics-studded ar- 
ticle. The types and importance of non-food 
items in supermarkets are also discussed. 

In wrestling with the serious problem of 
how best to use limited shelf space, super- 
market executives have developed the new 

marketing concept and term VSF (visual 
feet). A visual selling foot is the 


the shopper in any one plane. 
Ofsheif space to product classes 
is made in VSF. 


14.4 Big ‘Seore ‘Chain for Small Cities. Busi- 
ness Week, November 3, 1951. 
[R.M.C.] 


Changes in consumer income and popula- 
tion patterns have resulted in new oppor- 
tunities in retailing, according to one large 
retailer. Federated Department Stores is 
planning to build a number of new depart- 
ment stores in some of the smaller cities in 
the Southwest. Under the name Fedway, 
they will be operated on the chain principle 
and appeal to the middle-income group. 

Abandoning the loosely controlled “own- 
ership group” type of operation which char- 
acterizes existing Federated and many other 
multiple-store organizations in the depart- 
ment store field, Fedway hopes to divorce 
the sales from the buying function as much 


as possible. Headquarters in New York will 
do the buying and, until local data are avail- 
able, stocks will be balanced according to 
the nation’s buying habits. 


14.5 What’s New About Shopping Centers? 
Of What Significance to the National 
Advertiser and Seller? C. J. Swan, 
Printers’ Ink, November 9, 1951. 
[R.M.C.] 


Race for the Suburbs. Fortune, Decem- 
ber, 1951. 


The out-of-town migration of big depart- 
ment store branches is becoming a stam- 
pede. The extent and location of new subur- 
ban shopping centers and the marketing im- 
plications of these developments are dis- 
cussed in these two articles. 


16. WAREHOUSING 


16.1 Use of Recording and Transcribing 
Equipment in Loading Delivery 
Trucks of Produce Wholesalers. Mar- 
vin B. Kercho, Joseph F. Herrick, Jr., 
and Stanley W. Burt, Industrial 
Specialists. (Washington: U.S. De- 
partment of Agriculture, Produc- 
tion & Marketing Administration, 
Agricultural Information Bulletin 
# 43, May, 1951.) [c.H.s.] 


Time studies of operations performed at 
the warehouse of produce service whole- 
salers indicate that the loading of delivery 
trucks is one of the most costly, on a tonnage 
or volume basis, of all operations per- 
formed. Ordinarily, it is necessary, first, to 
assemble the merchandise for one truckload 
from a recapitulation of the individual or- 
ders or invoices. A large percent of the serv- 
ice wholesalers follow the practice of having 
one man (checker) call the items, one at a 
time, from the invoices during the actual 
loading of the truck, while other workers 
pick up the merchandise, package by pack- 
age, and stow it on the delivery truck. A 
new method of loading makes use of voice 
recording and transcribing equipment in 
this phase of the operation to replace the 
checker. 
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The method was developed and tested in 
the warehouse of a service wholesaler where 
two 3-man crews previously were used in 
truck loading operations. The use of this 
equipment resulted in the elimination of 
the checker in each crew. Thus, where the 
checker is one-third of the loading crew, sav- 
ings amounting to almost one-third in the 
labor cost of loading can be effected. Studies 
on time at the test warehouse showed a sav- 
ing of 80 man-hours per week through the 
elimination of 2 checkers—1 on each crew. 
On the basis of an assumed wage rate of 
$1.25, per hour, this saving amounted to 
$100 per week, which in a period of 4 
months would more than pay for the cost of 
the equipment. 

By making a recording of the individual 
items shown on each invoice and playing 
back the recording during loading instead 
of having a checker call the items, the reduc- 
tion in the size of crew was accomplished 
with no decrease in the rate of production. 
In fact, time-study data showed that the 
production rate increased after the workers 
became experienced in using the equip- 
ment. The smoother movement of merchan- 
dise from assembly areas onto motortrucks 
also resulted in savings in manhours in re- 
lated phases of warehousing operations and 
reduced the total elapsed time required to 
perform the assembly and loading opera- 
tions, thereby reducing the time the produce 
was exposed to extreme weather conditions. 


21. PRICES AND PRICE POLICIES 


21.1 An Economic Appraisal of Price Meas- 
ures. Richard B. Heflebower, Journal 
of the American Statistical Assocta- 
tion, December, 1951. [E.D.] 


Price measures are designed to record the 
changes in the number of dollars exchanged 
for a carefully specified commodity or bill 
of goods. This raises questions of reported 
versus transaction prices, specification of 
items, representativeness of items priced, 
and fixed weights. Price measures are used 
to gauge the effect of price changes on wel- 
fare, to indicate when there has occurred a 


change in the relationship of demand and 
supply, to show the rapidity and extent to 
which adjustments to demand and cost are 
made in prices of various industries and at 
various levels in trade channels, to help 
measure the contribution of an industry to 
the total economy, and to study the relations 
between price changes and changes in other 
economic variables. Increasing emphasis on 
the last three of these objectives means 
that short-term and often finely-measured 
changes are stressed and that the nature of 
market structure and of methods of adapta- 
tion to dynamic influences increase the dif- 
ficulties of accurate measurement. 

Product and service differentiation have 
resulted in many market segments, each 
with its own price-making forces. Under dy- 
namic conditions, adjustments are made in 
the structure of such markets, involving 
shifts of customers from one segment to the 
other, and in the quality of the product. 
Quoted and transaction prices vary less in 
industries which have frequent changes in 
quoted prices than in those with infrequent 
changes, and market segments in which mar- 
gins are narrow are more apt to have overt 
price changes over time than are those in 
which margins are wide. Product modifica- 
tion is very difficult to measure, and “‘prod- 
uct-mix” and “sales-mix” are even more dif- 
ficult to deal with conceptually and admin- 
istratively. 

Suggestions for the improvement of price 
measures are: (1) try to secure transaction 
rather than quoted prices; (2) deal with the 
problem of changes in the representative- 
ness or importance of commodities or of 
market segments by the use of year-by-year 
link indexes (Mudgett’s suggestion); (3) 
where aggregate dollar expenditures have 
changed, differentiate between changes at- 
tributable to a “production” factor (meas- 
urable by changes in physical inputs) and 
those attributable toe a pure “price” factor 
(the residual not accounted for by the pro- 
duction factor). 

Comments are made on the Consumer 
Price Index, wholesale price data, and the 
farm parity index. 
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22. GENERAL MARKET STATISTICS 


22.1 Regional Trends in the United States 
Economy. (Washington: Office of 
Business Economics, Department of 
Commerce.) [C.H.s.] 


This study reviews the trend of such basic 
economic factors as population, employ- 
ment, production, income, and investment 
in each major geographic region of the 
country and in the States, for the two dec- 
ades since 1929. The contribution of each 
local industry and kind of business, and the 
progress of the region in increasing its in- 
come, are analyzed in relation to national 
changes in these respects. There is also a de- 
scription of the factors contributing to the 
structural differences among regions and 
States and to the varying degrees of eco- 
nomic growth. 

[Copies of “Regional Trends in the 
United States Economy” may be purchased, 
at $1.00 a copy, from the Superintendent of 
Documents, Government Printing Office, 
Washington 25, D.C. ] 


22.2 New Index of Output of Major Con- 
sumer Durable Goods. (Washington: 
Board of Governors of the Federal 
Reserve System.) [C.H.s.] 


The Federal Reserve System has de- 
veloped a new monthly index of the physical 
volume of output of major consumer dur- 
able goods for the period since January, 
1947. The major consumer durable goods 
covered by the index are passenger auto- 
mobiles and household goods, including car- 
pets, furniture, major appliances, and radio 
and television. The new index is entirely 
independent of the Board’s regularly pub- 
lished index of industrial production which 
covers output of all goods produced at fac- 
tories and mines and has value-added rather 
than value-of-finished-product weights. 

The new index is also a substantially dif- 
ferent measure from the estimates made by 
the Department of Commerce of personal 
consumption expenditures for all durable 
goods. The conceptual differences are ex- 


plained and recognition is also made of pos- 
sible divergence in trend between the two 
measures as a result of estimating or report- 
ing errors in either series. 

In announcing the new index the Fed- 
eral Reserve Board states, in the October 
1951 issue of the Federal Reserve Bulletin: 

“Consumer durable goods have been of 
growing economic importance in the na- 
tional economy over the years, and current 
changes in output of these goods are of spe- 
cial interest because of the impact of the de- 
fense program. Changes in demand for pas- 
senger automobiles and major household 
goods account for most of the fluctuations 
in total consumer purchases of durable 
goods and in instalment credit. 

“. . . The new index of output, together 
with retail sales and other data available for 
an approximately similar list of products, 
provides a more complete basis for analyz- 
ing output and distribution changes in this 
volatile sector than has hitherto been avail- 


22.3 Statistical Abstract of the United States 
—1951 Edition. (Washington: Bu- 
reau of the Census, Department of 
Commerce.) [C.H.s.] 


The Statistical Abstract provides in one 
volume a summary compilation of the more 
significant statistics of the United States. It 
includes statistical summaries from all Fed- 
eral agencies which produce statistics, as 
well as from many private sources. 

Among new material included for the 
first time in the 1951 edition are a group of 
tables on advertising expenditures, bring- 
ing together data from a number of private 
sources, and several tables on concentration 
of output and on mergers and acquisitions. 
The issue also contains a summary of the 
final statistics from the 1948 Census of Busi- 
ness, with a complete review of the section 
on Distribution and Services; and new ma- 
terial on dwelling units from the prelimi- 
nary reports of the 1950 Census of Housing, 
on distribution of personal income, and on 
Federal Government expenditures for credit 
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programs, civil works and aid to State and 
local governments. The special appendix on 
historical statistics, which first appeared in 
the 1949 edition, continues to bring up to 
date the historical series presented in His- 
torical Statistics of the United States, 1789- 
1945, published in 1949. 

[Copies of the 1951 edition bound in 
buckram, may be obtained from the Super- 
intendent of Documents, Government Print- 
ing Offices, Washington 25, D. C., at $3 a 


copy.] 


22.4 Rank in Population, Retail Sales, In- 
come All Cities with Sales $20 Mil- 
lion and Over. Sales Management, 
November 10, 1951. [R.M.C.] 


This study is designed as a special aid to 
marketing executives in setting sales quotas 
and matching local advertising expendi- 
tures with potentials. 


22.5 Changes in Income Distribution in the 
United States. Herman P. Miller, 
Journal of the American Statistical 
Association, December, 1951. [E.D.] 


Noncomparable data for the two periods 
indicate that inequality in income distribu- 
tion decreased between 1935-36 and 1948. 
(E.g., the lowest 40 per cent increased its 
share of total income from 13 per cent to 15 
per cent, while the share of the top 20 per 
cent decreased from 53 per cent to 47 per 
cent.) More nearly comparable data from 
the Bureau of the Census for 1939 and 1949 
show not only a doubling of the median 
family and individual income between the 
two years, but also an appreciable change in 
distribution. The lowest third of wage- 
earner families received 11 per cent of the 
total income in 1939, compared with 15 per 
cent in 1949, while the top third dropped 
from 62 per cent in 1939 to 54 per cent in 
1949. Although these changes appear small, 
both arithmetically and graphically (Lorenz 
curve), they signify large relative changes. 
(E.g., a change from 11 per cent to 15 per 
cent is an increase of only 4 percentage 
points but an increase of nearly 40 per cent 


in the relative share of income received by 
the lowest third.) 


22.6 1951 Statistical Supplement to Survey of 
Current Business. (Washington: Of- 
fice of Business Economics, Depart- 
ment of Commerce.) [C.H.s.] 


The Office of Business Economics issued 
a new Statistical supplement to its monthly 
Survey of Current Business. The 1951 statis- 
tical supplement, entitled Business Statis- 
tics, will hereafter be the basebook to which 
the 2,600 series regularly carried in the 4o- 
page Monthly Business Statistics Section of 
the Survey of Current Business will be 
keyed. For each of these series it provides 
monthly data from January 1947 through 
December 1950, and annual averages of 
monthly data from 1935 through 1950. 

The new publication also contains com- 
prehensive descriptions and explanations of 
all statistical data covered in its tables and 
in the monthly Survey of Current Business, 
furnishing the reader with the information 
essential to the proper use of the data. Defi- 
nitions of the statistical units employed, 
sources and methods of collection, and the 
adequacy of samples are among the items 
included. In addition, the notes direct the 
reader to previous publications providing 
monthly data prior to 1947, and call atten- 
tion to any data changes which might affect 
comparability. 

[The 1951 edition of Business Statistics, 
containing more than 300 pages, is available 
at $1.50 a copy from the Superintendent of 
Documents, Government Printing Office, 
Washington 25, D. C.] 


24. RESEARCH TECHNIQUE 


24.1 The Methodology of Survey Research. 
Russell L. Ackoff and Leon Pritzker, 
International Journal of Opinion 
and Attitude Research, Fall, 1951. 
[E.D.] 


The design of research consists of the 
manipulation of concepts so that decisions 
necessary to attain research objectives can 
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be made beforehand. The research model is 
a symbolic representation of these decisions 
and their interrelationships. Methodologi- 
cally designed research formulates also the 
grounds on which each decision is made. 

The survey involves (1) the existence of a 
problem, (2) the formulation of the prob- 
lem, (3) the selection of a method for solu- 
tion, (4) the operational translation of that 
method, (5) the gathering of data, (6) the 
tabulation and analysis of data, and (7) the 
selection of an “answer.” A survey involves 
four parties: the consumer, the agency, the 
interviewer, and the respondent. Adequate 
communication should take place among 
them. 

The formal phase of the research model 
consists of formulating the problem, the 
analysis of concepts, formulating hypothe- 
ses, and estimating the seriousness of mis- 
takes. Objectives should be those of the con- 
sumer, the research agency, science in gen- 
eral, other potential users, and those af- 
fected by action based on the research re- 
sults. Analysis of concepts involves deter- 
mining what the pertinent concepts are (Is 
the independent variable a producer of the 
behavior or property to be observed, and is 
its influence pragmatically significant?) and 
defining concepts (the explicit statement of 
the conditions, functional or structural, un- 
der which the behavior of a variable is sig- 
nificant relative to the research objective). 

The best basis for classifying alternative 
hypotheses is to translate them into specific 
courses of action designed to accomplish 
certain results. The seriousness of a possible 
mistake may be measured by determining 
the extent to which the mistake would cause 
a decrease in efficiency and by determining 
the importance of the objectives. 

The statistical phase of the model is the 
translation of the formal phase into statisti- 
cal terms. The operational phase involves 
the design of observational instruments, the 
preparation of observational directives, and 
the plan for the selection, training, and su- 
pervision of personnel. Failure of opera- 
tional directives more often results from 
faulty design than from inadequacies of in- 
terviewers. 


24.2 Results of Alternative Statistical Treat- 
ments of Sample Survey Data. L. R. 
Klein and J. N. Morgan, Journal of 
the American Statistical Association, 
December, 1951. [E.D.] 


Conventional statistical analysis often is 
not adequate for the estimation of economic 
relationships because of (1) problems of 
weighting, (2) heteroscedasticity, (3) non- 
linearities, (4) the definition of variables not 
in conformance with economic concepts, 
and (5) errors of observation. The first four 
are discussed. 

Methods of treating these difficulties are 
illustrated in an empirical study involving 
the making of estimates of several different 
equations concerning savings behavior from 
the sample observations of individual house- 
holds of the Federal Reserve Board’s Survey 
of Consumer Finances. 

Substantive findings are: (1) there is posi- 
tive curvature in the savings-income rela- 
tion, other things constant, although the 
sampling error is sometimes large; (2) con- 
trary to much current theory, there is only 
an insignificant net relation between hold- 
ings of liquid assets and savings; (3) the 
effect of liquid assets and income is not the 
same for all persons: the asset effect is nega- 
tive in the lower income groups, reaches 
zero near a level of $4,500 disposable in- 
come (1949 income data), and becomes posi- 
tive thereafter. 


24.3 The Coefficient of Agreement in Deter- 
mining Product Preferences. Benja- 
min Balinsky, Milton L. Blum, and 
Solomon Dutka, Journal of Applied 
Psychology, October, 1951. [E.D.]: 


The method of paired comparisons is su- 
perior to the method of ranks when sub- 
jective considerations make the assumption 
of linearity of the variable untenable. The 
coefficient of agreement measures the degree 
of agreement of preferences among observ- 
ers and tests its significance. The method 
has been illustrated in an experiment in 
which 100 subjects expressed preference for 
varieties of ice cream. The order of prefer- 
ences obtained was significant. Low butter- 
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fat French ice cream was preferred over the 
domestics, and high butterfat French, over 
high butterfat domestic. 


25. MARKETS—SPECIFIC PRODUCTS 


25.1 Men’s Preferences Among Wool Suits, - 


Coats and Jackets. J. A. Sheperd, J. A. 
Bayton and F. K. Nierman. (Wash- 
ington: U. S. Department of Agri- 
culture, Bureau of Agricultural Eco- 
nomics. Agric. Information Bulletin 
#64, Sept. 1951.) [C.H.S.] 


Ownership of suits, overcoats, topcoats, 
and sport jackets, number owned, fre- 
quency and recency of purchase, price 
paid and characteristics desired in the gar- 
ments is given in this report of a personal 
interview survey based on a probability 
sample representing all males in the U.S. 
who are over 16 years of age and are living 
in households. The major objective was to 
isolate the psychological, social and eco- 
nomic motivating factors which operate in 
the decision-making process when a man 
goes to buy a suit. This problem was at- 
tacked by means of depth interviewing and 
the application of content and value analy- 
sis to the interview material. Six basic val- 
ues and four main means for attaining these 
values or goals were determined. A second 
objective was to estimate preference scales 
of “equal psychological intervals” regard- 
ing specific suiting fabrics containing dif- 
ferent grades of wool. This was done by the 
use of swatches of different materials and 
employing the “method of paired compari- 
sons” in which each swatch was compared 
with every other swatch and a choice made 
for one member of each pair. 

Year-round suits were found in ward- 
robes of go per cent of the men. One man 
in five had not bought a new one in the 414 
years prior to being interviewed. Therefore 
80 per cent of the men accounted for 100 
per cent of the year-round suits purchased 
during the previous 414 years. Eighteen per 
cent of the men were discovered to own half 
of the suits bought during the period stud- 
ied and still being worn. This pattern shows 
a relatively small number of men dominate 


the year-round suit market. On the average 
the entire group owned two year-round 
suits each. Relation of their purchases to 
occupation, family income, and community 
size is presented in tables and narrative. 


26. MISCELLANEOUS 


26.1 Handbook of Productivity Trends in Se- 
lected Industries. (Washington: Bu- 
reau of Labor Statistics, Department 
of Labor.) [c.H.s.] 


The Bureau of Labor Statistics has pub- 
lished in one volume its productivity in- 
dexes on 35 industries and industry groups 
in the fields of manufacturing, mining, pub- 
lic utilities, and agriculture. The book con- 
tains 95 series on output per worker and per 
man-hour, as well as many series on pro- 
duction, employment, man-hours, and unit 
labor requirements. The tables for most of 
the manufacturing industries cover the pe- 
riod 1939-50. Measures for the individual 
mining and public utility industries gen- 
erally go back to 1935, and those for the 
mining group and for agriculture cover 
mcre than three decades. In addition to the 
index tables, the report contains a section of 
“technical notes” explaining the methods 
used by BLS to construct each index. 

The volume is the first summary of BLS 
productivity series which has been issued in 
recent years. It contains all BLS series which 
are constructed from secondary source ma- 
terial and for which current data are avail- 
able. The Bureau plans to issue supple- 
ments for which work is now in progress. 

[The 83-page report, “Productivity 
Trends in Selected Industries, Indexes 
Through 1950” (BLS Bulletin No. 1046), is 
available from the Superintendent of Docu- 
ments, Government Printing Office, Wash- 
ington 25, D. C. at 45 cents a copy.] 


26.2 1951 Edition of the Handbook of Labor 
Statistics. (Washington: Bureau of 
Labor Statistics, Department of La- 
bor.) [C.H.S.] 


The new edition includes more statistical 
series, and the employment, payroll and 
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construction data have been adjusted to 
new benchmarks. Historical figures are in- 
cluded insofar as they are available. The 
Handbook contains basic BLS series and re- 
lated figures compiled by other Federal 
agencies, arranged in twelve major sections: 


Employment, unemployment, and payrolls 

Labor turn-over 

Earnings, hours, and wage rates 

Prices and cost of living 

Industrial relations 

Output per man-hour and unit man-hour 
requirements 

Work injuries 

Building and construction 

Housing and rents 

Social Security and related programs 

Consumers’ cooperatives 

Production, income, and expenditures 


Like the 1947 issue, the 1951 edition is 
published in looseleaf form to permit the 
insertion of current information from time 
to time. A special feature of the new Hand- 
book is a listing of sources from which the 
different series can be kept current by the 
user. [The 239-page 1951 Handbook of La- 
bor Statistics is available from the Superin- 
tendent of Documents, Government Print- 
ing Office, Washington 25, D. C., at $1.25 a 
copy.] 


26.3 Ten Steps to Planning a Market Re- 
search Department. W. A. Marsteller, 
Industrial Marketing, December, 
1951. [R.M.C.] 


If your company management and depart- 
ment heads are spending even a moderate 
amount of time on market research prob- 
lems it may be time to found a new depart- 
ment. The following 10 steps are suggested 
to help your company do the job. 


1. Define objectives 
2. Decide expenditures 
3. Analyze personnel needs 
4- Outline sample projects 
a. products or service 
b. markets 
c. sales and advertising operations 
d. general management policies 


. Outline needed projects 

. Build a source file 

. Set a work schedule 

. Standardize reports 

. Develop progress reports 
Devise a follow-up system 
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26.4 Why Audit Trade Show Attendance? 
W. C. Copp, Industrial Marketing, 
November 1951. [R.M.C.] 


The formation of the Exhibits Attend- 
ance Audit Bureau is hailed as an im- 
portant and necessary step which will work 
to the advantage of both exhibitors and 
professional exhibition managers. First, ex- 
hibitors need good facts on show attend- 
ances. Second, these facts need to be stand- 
ardized for comparison and clarity. Third, 
the figures should be complete enough to 
prove the market possibilities of an exhi- 
bition. Fourth, they should be audited to 
put the seal of honesty on the product of a 
lot of hard work. Competition will sooner 
or later force trade shows to provide satis- 
factory audits. 


26.5 Simplification of Flesch Reading Ease 
Formula. James N. Farr, James J. 
Jenkins, and Donald G. Paterson, 
Journal of Applied Psychology, Oc- 
tober, 1951. [E.D.] 


Literature on reading ease tends to justify 
the hypothesis that reading ease may be 
measured by substituting in Flesch’s form- 
ula the number of one-syllable words per 
hundred words for the number of syllables 
per hundred words. The former is easier to 
measure. 

A study of 360 hundred-word samples 
from 22 General Motors Corporation em- 
ployee handbooks showed a correlation of 
—.g1. between the two variables. On the 
basis of this study, a new reading ease re- 
gression equation was derived and a facili- 
tating table prepared. The correlation be- 
tween the old reading ease scores and the 
new reading ease scores was -++.93. The 
evidence indicates that the simplified form- 
ula may safely be substituted for the orig- 
inal formula. 
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Legislative and Judicial Develop- 


ments in Marketing 


WILLIAM F. BROWN, Editor 
University of California, Los Angeles 


The most important recent developments in the 
legal framework within which marketing must func- 
tion are reported and analyzed under the topical out- 
line presented below. Not all headings in the outline 
may be represented in each issue since it is the gen- 
eral policy of this section not to devote attention to 
the following kinds of developments: (1) new laws or 
cases involving legal technicalities in which neither 
marketing practitioners, teachers, nor researchers 
are likely to have interest, (2) mew cases which consti- 
tute more or less routine reaffirmation of well estab- 
lished rulings, (3) decisions handed down by inferior 
courts which are likely to be reviewed by higher 
courts or which deal with trivial problems. 

More detailed information about individual items 
may be obtained by direct reference to the sources 
cited for each case. These include the standard legal 
reporting services, the law journals, and such special 
facilities as United States Law Week and Commerce 
Clearing House Trade Regulation Reporter, '48-’51 
Decisions (abbreviated hereinafter simply as CCH). 

Readers who have comments or suggestions re- 


specting this section are urged to send them to the 
Editor. 


TOPICAL OUTLINE OF CASE 
SUBJECT MATTER 


I. REGULATION OF MONOPOLIS- 
TIC METHODS 
A. Market Control 
B. Collusive Practices 
C. Market Exclusion Tactics 


Il. REGULATION OF PRODUCT 
CHARACTERISTICS 
A. Product Standards 
B. Product Quality 
C. Packaging and Conditions of Sale 


Ill. REGULATION OF PRICE COMPE- 
TITION 
A. Price Discrimination 
B. Resale Price Maintenance 
C. Price Control (Minimum and Max- 
imum) 


IV. REGULATION OF CHANNELS OF 
DISTRIBUTION 
A. Operating Features of Marketing In- 
stitutions 
B. Relations Between Buyers and Sell- 
ers: Exclusive Dealing Arrangements, 
etc. 


V. REGULATION OF UNFAIR COM- 
PETITION 
A. Advertising 
B. Non-Advertising Promotional Meth- 
ods 
C. Trade-Marks and Trade Names 


I. REGULATION OF MONOPOLISTIC 
METHODS 


C. Market Exclusion Tactics 


1. Group Health Cooperative of Puget 
Sound v. King County Medical Society, 237 
P.2d 737 (Washington Supreme Court, No- 
vember, 1951). 

Newer methods for marketing the serv- 
ices of physicians and surgeons often have 
encountered the vigorous opposition of 
medical associations, both local and na- 
tional. Though this opposition may at 
times be somewhat justified, at others it 
may clearly run afoul the anti-trust laws. 
Such was the case in American Medical As- 
sociation v. United States, 317 U.S. 519, in 
circumstances not unlike those in the pres- 
ent case. Here, the King County Medical 
Society barred from its membership (and 
consequently excluded from hospitals in the 
area) doctors who accepted service with the 
Group Health Cooperative, thereby seri- 
ously handicapping an organization which 
constituted a form of competition. The Su- 
preme Court of Washington forbade the 
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Society to bar members on such grounds, 
pointing out that this activity was designed 
to maintain a monopoly in violation of the 
constitution of the state. Certainly where 
the purpose of policies of this sort is simply 
to protect the economic status of associa- 
tion members there can be no justification 
for permitting continuances of the prac- 
tices. In a Department of Justice anti-trust 
action against the Oregon State Medical So- 
ciety now before the United States Supreme 
Court for review, however, the defendants 
contend that in recent years the medical 
association of Oregon has acted solely to 
prevent abuses of medical practice by group 
health organizations. Efforts of this sort, of 
course, are desirable; if medical associations 
had long ago limited themselves to such 
ends, it is possible that they would feel less 
need now to collect a “war chest” to combat 
the possible development of socialized med- 
icine. 


2. The Lorain Journal Co. v. United 
States, 342 U.S. 143 (December, 1951). 


In addition to the interest which attaches 
to the circumstances of the case itself, two 
phases of this decision are of some concern 
to marketing men. The facts of the situa- 
tion were summarized briefly in the April, 
1951, issue of this section: The Lorain Jour- 
nal, sole daily newspaper of Lorain, Ohio, 
refused to accept advertising from those 
local merchants who advertised over station 
WEOL, a newly established broadcasting 
outlet in neighboring Elyria. The news- 
paper’s policy almost completely prevented 
the station from obtaining advertising rev- 
enue from Lorain. In upholding the anti- 
trust action against the Journal, the Su- 
preme Court made it clear that interstate 
commerce was involved even though the 
newspaper was a purely local one, with neg- 
ligible out-of-state circulation, and the radio 
station likewise had only occasional out-of- 
state audiences. On the basis of the reason- 
ing employed in this ruling it might be 
contended that almost every form of adver- 
tising medium could be considered to in- 
volve interstate commerce in one way or 


another. Secondly, the court answered the 
Journal’s contention that it had the firmly 
established prerogative of accepting or re- 
jecting orders as it chose by noting that the 
right is not an absolute one, quoting the 
Colgate decision (250 U.S. 300 at p. 307) to 
point out that the Sherman Act does not in- 
terfere with the long recognized right of a 
trader to exercise his independent discre- 
tion as to the parties with whom he will 
deal “in the absence of any purpose to 
create or maintain a monopoly.” The Jour- 
nal, then, as a seller of space, could refuse to 
deal with any buyer, until its refusal be- 
came significant as part of an attempt to 
restrain trade or create a monopoly. 


III. REGULATION OF PRICE COMPETI- 
TION 


A. Price Discrimination 


1. Automatic Canteen Company of 
America v. Federal Trade Commission, 20 
U.S.L. Week 2321 (CCA 7, January, 1952). 


For the first time since the passage of the 
Robinson-Patman Act almost sixteen years 
ago, the court has had occasion to rule upon 
an action involving section 2(f) of the law. 
This section extends the coverage of the 
anti-discriminatory measure to buyers, mak- 
ing a purchaser guilty of a violation of the 
Act if he “knowingly” induces or receives a 
discrimination in price prohibited by the 
law. In its appeal the Canteen Company 
contended that as a buyer it was in no posi- 
tion to take advantage of the defenses avail- 
able to sellers under the Act, e.g., the show- 
ing that differences in price are justified by 
differences in cost of manufacture, sale, or 
delivery, and that the impossibility of mak- 
ing such a defense amounted to a denial of 
due process and a violation of the Constitu- 
tion. The court refused to accept this line 
of argument, pointing out that it was not 
unreasonable to expect a buyer who knew 
that he was receiving a price lower than his 
competitors to make some good faith at- 
tempt to ascertain that such a price was 
justified. Instead, according to the court, 
the company had made no effort to deter- 
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mine these facts or to give evidence that it 
had been unable to obtain them. A general 
statement of unavailability of facts in the 
absence of evidence could not be accepted. 
The court here implied, perhaps, that a 
buyer who acted in good faith and actually 
attempted, though unsuccessfully, to obtain 
information justifying the differential prices 
would be given sympathetic treatment by 
the court. Such a view has been expressed 
by other writers on this clause in the Act. 
(For example, see Forkner, Austin A., ““The 
Significance of Section 2(f),” and follow- 
ing chapters in Robinson-Patman Act Sym- 
positum, 1948 (New York: Commerce Clear- 
ing House, 1948). 

In its holding in this action, the court 
also took a position with respect to a pro- 
cedural matter that may have some practi- 
cal significance for the future. The Com- 
mission cross petitioned for affirmance and 
enforcement of its order. This was granted 
by the court, which made specific reference 
to the fact that the Second Circuit Court of 
Appeals had denied the validity of such a 
maneuver in the Ruberoid case a few 
months earlier (noted in the January, 1952, 
issue of this section). Inasmuch as the Rub- 
eroid decision is now before the Supreme 
Court for review, it is to be hoped that this 
technical, but nevertheless significant point 
will be determined with some finality. 


2. Federal Trade Commission Trade 
Practice Rules—Cosmetic and Toilet Goods 
Industry, 20 U.S.L. Week 2231 (File 21-286, 
November, 1951). 


Although it is not the general policy of 
this section to attempt to report details of 
the actions of administrative agencies, the 
manner in which this particular set of rules 
promulgated by the Federal Trade Com- 
mission treats a perplexing issue arising un- 
der section 2(e) of the Robinson-Patman 
Act is worthy of special note. This section 
of the Act prohibits sellers from furnish- 
ing services to buyers except upon propor- 
tionally equal terms to all purchasers. The 
meaning of the phrase “proportionally 
equal terms” has never been acceptably 


clear, although the decision in Elizabeth 
Arden Sales Corp. v. Gus Blass, 150 F 2d 
988 (CCA 8, 1945), Cert. Den., 326 U.S. 773 
(1945), makes it apparent that the furnish- 
ing of services in a discriminating fashion 
may be costly to the seller. But the prac- 
tical difficulties of abiding by a strict con- 
struction of the law, while making use of 
valuable marketing devices, seemed almost 
insurmountable. The hardships implied by 
the questioned clause arise with particular 
force in the furnishing of demonstrators to 
dealers. For example, if a manufacturer 
provides a department store which annually 
buys $100,000 of his product a demonstrator 
for two weeks, a narrow interpretation of 
2(e) would require him to furnish a similar 
demonstrator for about 45 minutes to 
each neighborhood druggist who annually 
bought $100 of his product. Such a require- 
ment would be unrealistic, expensive, and 
undoubtedly an unproductive investment. 
As a result, more than a suspicion exists 
that many producers, particularly in the 
cosmetic industry, have simply taken a cal- 
culated risk in ignoring this phase of the 
law. 

In its rules for the cosmetic industry, the 
Commission has arrived at a solution which 
resolves most of the problems of this situa- 
tion without retreating appreciably from a 
more or less literal interpretation of the 
law. The rules provide that if demonstrators 
are made available to some buyers, the 
seller must likewise make them, or some 
suitable substitute (say, window display ma- 
terial), available on proportionally equal 
terms to all buyers. Mechanically this solu- 
tion offers at least some advantages to a 
seller, although he may doubt that it per- 
mits him to get his money’s worth out of 
the substitute material he is required to fur- 
nish dealers. (The suggestion has been made 
by one commentator that a system of allo- 
cating services based upon their promo- 
tional value to the seller could be worked 
out within the framework of section 2(e), 
cf. Layton, Philip R., “Demonstrators on 
Proportionally Equal Terms,” Robinson- 
Patman Act Symposium, 1948 (New York 
Commerce Clearing House, 1948). 
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B. Resale Price Maintenance 


1. Sunbeam Corp. v. Wentling, 192 
F.2d 7 (CCA 3, November, 1951). 


In a sense the decision in this case elimi- 
nates one possible avenue by which the 
effects of the Schwegmann decision might 
be avoided. The proceeding in this instance 
arose as a result of Sunbeam’s appeal of an 
earlier decision in this matter to the Su- 
preme Court (see the July, 1951, issue of 
this section). The latter court merely re- 
ferred to the Schwegmann holding and re- 
manded. Sunbeam here argued, however, 
that valuable rights in its trademark were 
being injured by the price-cutting activities 
of the defendant, and that it was entitled 
to protection. In reply the court admitted 
that rights in trademarks are to be pro- 
tected, but somewhat indignantly denied 
that such protection should extend so far as 
to permit the trademark owner to establish 
resale prices. Even patent owners, said the 
court, are not permitted to go this far, even 
though they are granted a legal monopoly 
and are given much greater protection gen- 
erally than are trademarks. It appears, then, 
that the maintenance of resale prices must 
depend upon the existence of favorable leg- 
islation and may not be included under the 
common law protection of trademark good- 
will. 


2. Also noted: 


a. Sunbeam Corp. v. Civil Service Em- 
ployees’ Cooperative Association, 187 F 2d 
768 (CCA 3, October, 1951) Cert den., 


_ (1951) CCH 462,937, merely holds that the 


Schwegmann ruling now permits defend- 
ants to cut prices, although this practice 
had been enjoined in an earlier action be- 
tween these parties. 


C. Price Control (Maximum and Minimum) 


1. Federal Trade Commission; In Re 
Quantity Limit Rule as to Replacement 
Tires and Tubes (File 203-1. December, 
1951). 

For the first time since the passage of the 
Robinson-Patman Act, the Federal Trade 
Commission has exercised the power to 
limit quantity discounts which the Act be- 
stows upon it. Section 2(a) prohibits in- 
jurious discriminatory prices, except those 
which make only due allowance for dif- 
ferences in the cost of manufacture, sale, or 
delivery, provided that even this’ justifica- 
tion may not be permitted if the Federal 
Trade Commission, after due investigation, 
finds that “available purchasers in greater 
quantities are so few as to render differen- 
tials on account thereof unjustly discrim- 
inatory or promotive of monopoly... .” 
Here the Commission found that present 
discounts ranging from 26 to 30.5 per cent 
on passenger tires and 32 to 40 per cent 
on truck tires are granted on purchases of 
$600,000 or more. Only 63 buyers (about 
one per thousand buyers) could take ad- 
vantage of these discounts, which were so 
large as to enable them to sell profitably at 
about the same price that the smallest 
dealer could buy at. The Commission has 
held this to be unjustly discriminatory 
(Commissioner Mason dissenting) even 
though cost savings warrant the price dif- 
ferences. Hence it has ruled that the max- 
imum amount upon which a quantity dis- 
count may be established is the single 
carload of 20,000 pounds. The Act is thus 
made to give still more protection to the 
small dealer, admittedly at the expense of 
marketing efficiency (and hence the con- 
sumer) and obviously without reference to 
any real threat of monopoly. 
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PropucT EQUILIBRIUM UNDER MONOPOLISTIC 
CoMPETITION, by Hans Brems. (Cam- 
bridge: Harvard University Press, 1951. 
Pp. 253. $4.50.) 

The scholarly contributions of Professor 
E. H. Chamberlin can hardly be overesti- 
mated, with respect to research on problems 
of competitive pricing, of monopolistic 
tendencies, and voluntary or involuntary 
adjustments demanded throughout our eco- 
nomic structure. 

This author, however, has considerably 
extended and amplified many of the theories 
touched upon, suggested, or treated par- 
tially in former doctrines developed by pre- 
vious economists. Professor Brems, a citizen 
of Denmark, and a faculty member of the 
University of Copenhagen, has heretofore 
compiled Reklame, Kébelyst og Kébeevne 
and has written numerous articles in Scan- 
dinavian and American journals. 

Professor Brems was inspired and aided 
by grants from the Rockefeller Foundation 
and the American-Scandinavian Founda- 
tion, which helped make it possible for him 


to delve into Harvard’s storehouse of valu- 
able economic materials. Then, with typical 
Danish methods and attention to thorough- 
ness, he went to manufacturing and trade 
centers, notably of Detroit, to study first- 
hand the practical application of his prem- 
ises, and to test his tentative conclusions. 
This resultant book is the fifth of a series of 
monographs on selective aspects of the gen- 
eral problem of monopoly and competition, 
edited by Dean E. S. Mason and Professor 
E. H. Chamberlin of Harvard University. 

Economic literature, in dealing with the 
theory of value, has emphasized adjustment 
of prices for given products, but the fact that 
products may and are adjusted, adapted, or 
modified to reach a certain market, to at- 
tract a certain clientele in a relatively fixed 
or limited price range has too long been 
neglected. Therefore, this pioneering book, 
which has both a practical and realistic ap- 
proach, is a valuable contribution to our 
literature. 

Professor Brems states in his preface that 
“The questions raised in this volume in- 
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volve product equilibrium of the firm under 
single-period, single-product planning, as 
well as under multi-period and multi-prod- 
uct planning. They also involve the theory 
of duopoly, collusive or non-collusive.” Un- 
der Part I, he deals with Product Equilib- 
rium of the firm and under Part II, he deals 
with Product Equilibrium under Duopoly. 

He has critically analyzed recent theories 
on selling efforts and quality variations, his 
material being very well annotated. He 
agrees with practical business men, in show- 
ing that the advertising dollar if not well 
spent, had better be put into improvement 
of quality of the product itself. 

The author uses such examples as that of 
automobiles and refrigerators; dealing with 
such changes as wheelbases, maximum 
horsepower, speeds, etc., with automobiles; 
and ice refrigerator freezing power, capacity, 
upkeep, and maintenance factors, in illus- 
trating his point. 

As illustrations of sales problems in con- 
nection with each change in product, as im- 
portant to the economist as to the engineer, 
he discusses qualitative as well as quantita- 
tive criteria in the seeking of public accept- 
ance. He points out that the strength and 
weaknesses of both ex-post and ex-ante meth- 
ods of predetermining consumer acceptance 
must be known and understood, as well as 
practiced by the producer and distributor. 
He further emphasizes the existence of inde- 
pendent variables which may lead the econ- 
omist, the producer, or distributor astray in 
his search for the one best product at the one 
best price. 

Under the heading of Profit Maximiza- 
tion, he shows statistically and mathemati- 
cally the end results of application of vari- 
ous cost plans, and the action upon the 
product itself. Under his consideration of 
many special cases and practices of price 
fixing, he arrives at the conclusion that 
“... Government fixing of maximum 
prices produces an immediate threat of 
quality deterioration,” and gives seemingly 
indisputable proof of his premises. 

The author shows that “cost and demand 
prices are functions of one single independ- 
ent variable, that is, the time rate of out- 


put.” (p. 154) He perhaps assumes too much 
in believing that any considerable number 
of entrepreneurs know their demand and 
cost equations, in order to apply his well 
developed geometric formulae to assure 
profit maximization. 

The author critically examines duopoly 
theories proclaimed by such writers as Wil- 
liam Fellner, E. H. Chamberlin, von Neu- 
man and Morgenstern, and then delves into 
various recent studies on collusion, strategy, 
and coalition in attempts aimed at maxi- 
mum profits. His extensive use of cases and 
geometrical formulae add considerably to 
his amplification of bargaining arrange- 
ments among various entrepreneurs. Neither 
does he neglect various acts of intimidation, 
treating it as a bargaining plan. 

He insists that it is through the study and 
analysis of sequences on the part of competi- 
tive individuals and groups that actions are 
based, and states that “By far the most diff- 
cult link in a realistic model of duopoly is 
the assumption that tells us how the ex- 
pectations of a duopolist depend upon his 
rival’s actual doings. Once an assumption 
like that is made, the sequence is deter- 
mined.” (p. 245) 

Professor Brems has compiled a scholarly 
treatise in the field of economic thought. 
His use of such a wealth of geometric gauges 
and mathematical formulae will probably 
limit the wide readership and thoughtful 
study which it deserves by marketing men 
and economists. Certainly the author sheds 
considerable light on what has long been a 
mysterious economic cycle. This book 
should find wide acceptance, not only 
among advanced students in the field of 
marketing, economics, and government, but 
also among those responsible for planning 
of practical everyday business affairs. 

VERNON D. KEELER 
Keeler & Associates 
Beverly Hills, Calif. 


STATISTICAL METHODOLOGY REVIEWS: 1941- 
1950, edited by Oscar Krisen Buros. (New 
York: John Wiley & Sons, Inc., 1951. Pp. 
457. $7.00.) 

This clearly printed and neatly bound 
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volume contains titles and pertinent pub- 
lishing information for 342 books on statis- 
tical methodology published in English in 
the years 1941 to 1950, together with re- 
printed reviews of about 225, of the books 
listed. Reviews are taken from 118 different 
periodicals. In addition to author, reviewer, 
and title index, the volume contains a classi- 
fied index in which the books listed are as- 
signed to 64 different classes, which include 
“Workbooks, general” (2 entries), “Least 
squares” (1 entry), “Mathematical statis- 
tics” (25 entries), and “Textile industry” (1 
entry). 

The editor lists eleven reasons for pub- 
lishing the volume (pp. v, vi), first of which 
is: 


“To make students and teachers of statis- 
tics more keenly aware of the inadequacy 
of much of what is presented in textbooks 
and classes despite the fact that such tech- 
niques are incorrect, inefficient, and ob- 
solete.” 


Another reason given for publication is “to 
improve the quality of reviews.” These are 
worth-while objectives, surely, but it is not 
easy to see how such a compendium as this 
will help much in accomplishing the indi- 
cated ends. 

Statistical Methodology Reviews: 1941- 
7950 is another short cut to scholarship 
which attempts to substitute compilation 
for careful analysis and scholarly criticism. 
Such a volume as this seems an extravagant 
use of the time of research workers and of 
publication funds. 

WILLIAM O. JONES 
Stanford University 


ECONOMICS OF INCOME AND CONSUMPTION, 
by Helen G. Canoyer and Roland S. Vaile. 
(New York: The Ronald Press Company, 
1951. Pp. 355- $4.50.) 

This book was written as a text for lower 
division students whether or not they have 
had a course in the principles of economics. 
This is a worth-while objective. The mate- 
rial included is well selected. It includes a 
brief statement of the working of our eco- 
nomic system including production, con- 


sumption, and income; standards and 
planes of consumption; a chapter on money, 
banking, and exchange; and a chapter on 
Marketing. These may be considered the in- 
troductory chapters and occupy almost one- 
third of the space. Consumption—national 
consumption; personal consumption; ca- 
pacity to consume; effect of money income 
on consumption; individual variations in 
consumption; effect of sales promotion on 
consumption (sales promotion increases 
rather than evens up fluctuations of the 
business cycle); more intelligent consump- 
tion, especially better buymanship and 
family budgeting; and aids for consumers 
by consumers and by government make up 
the remainder of the volume. 

The material is well organized, the book 
well written, and the volume neatly printed 
and bound. The authors started with a 
worthy objective; they attained their ob- 
jective in a well written and scholarly book. 
There is a list of project questions at the 
end of each chapter and a sizable bibliog- 
raphy at the end of the volume. What more 
should a reviewer say? Yet this one has used 
only a fraction of the space which he was 
instructed to use by the book review editor 
of the JOURNAL. Hence, a little discussion 
appears to be in order. 

The authors are careful not to say that 
there is a direct relation between the 
amount of income and the amount of satis- 
faction one derives from living. They have 
a good discussion (p. 26) of consumption 
and the satisfaction of wants. Perhaps no 
discussion of this subject can be very satis- 
fying. In teaching consumption at the grad- 
uate level, students majoring in economic 
theory tell me that I must not pass judgment 
on what is good and what is bad consump- 
tion, as that is not the function of the econo- 
mist. He must not say that grand opera is 
better than jazz, that steak is better than 
wieners, nor that a Cadillac is better than 
the horse and buggy. These are matters of 
individual choice and if any advice is given 
it should come from the preachers and the 
philosophers. I tell them that I will try to 
stay within the bounds of orthodoxy. When 
we come to the subject of medical care, these 
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students of economic theory are emphatic 
in saying that the consumers (even if they be 
Christian Scientists) should have adequate 
medical care. I then ask: What did you tell 
me about passing judgment on what is good 
and what is bad? They look sheepish and 
have no reply. This raises the question of 
how far the economist can go without mak- 
ing some judgments about what is better 
and what is worse for the consumer. (So far I 
have no definition of what is adequate medi- 
cal care.) 

The authors have no discussion of discre- 
tionary buying power. They discuss the re- 
lation of consumption to income beginning 
with Engel’s laws (pp. 132-35) and the con- 
sumption pattern in relation to changes of 
family income (pp. 136-44). This is a con- 
tinuation of changes in the percentages of 
family expenditures when income increases 
or decreases and is not specific enough to be 
particularly helpful to sellers. It seems to me 
that one of the values of the concept of dis- 
cretionary buying power is that it directs 
attention to the way in which a family 
spends its extra (loose) money when its in- 
come increases rapidly (or suddenly) and be- 
fore it adopts the consumption pattern of 
the new income group into which it falls. 

The authors of this volume, like the rest 
of us, quote government statistics blithely 
and often uncritically. On page 111 is the 
statement that in 1949 food made up 33 per 
cent of total consumer expenditures. The fig- 
ures quoted are the estimates of the Depart- 
ment of Commerce for food and alcoholic 
beverages. Why were alcoholic beverages 
omitted from the statement? Perhaps lower 
division students are not supposed to know 
that such beverages exist. Even with this cor- 
rection the estimates appear to be high in 
contrast to those in the retail census. The 
Department of Commerce estimate for 1948 
was $61.1 billion. The Census reported sales 
of all kinds of food stores (including candy, 
nut, dairy, egg, bakery, poultry, and fish) 
as $31 billion; and sales of eating and drink- 
ing places of $10.7 billion or a total for food 
and drink of $41.7 billion. Now we know 
that food is sold by department, drug, mail- 
order, and variety stores, and by hotels and 


filling stations. We know that food stores 
sell toilet articles, household supplies, stock 
feeds, hardware, wearing apparel, drugs, 
and many other products. We do not know 
whether these non-food goods sold by food 
stores balance foods sold by other types of 
stores. We know that some wholesalers sell 
food at retail and that some retailers sell 
food at wholesale. These may or may not 
balance. If we assume that they do, there re- 
mains the difference of $19.4 billion be- 
tween the Department of Commerce esti- 
mate and the Census figures. There are 
other differences: there is the imputed value 
of food consumed by its producers and there 
are meals consumed by boarders in boarding 
houses, camps, and institutions. Some board- 
ing house operators buy at retail and some 
at wholesale. These differences would not 
account for $19 billions. I believe that our 
expenditures for food (exclusive of alcohol) 
was under 25 per cent of consumer ex- 
penditures and under 20 per cent of con- 
sumers’ disposable income in 1948. 

I would like to close with an obiter dic- 
tum. I would like to see a book on consump- 
tion written from the marketing point of 
view. This might be a revision of Nystrom’s 
Economics of Consumption (out of print for 
some years), or a new volume. 

P. D. CONVERSE 
University of Illinois 


Costs oF DisTRIBUTION SERVICES, by Phillip 
W. Clark under the direction of Chas. M. 
Issac. (Washington: Domestic Distribu- 
tion Department, Chamber of Commerce 
of the U.S., 1950. Pp. 145. $1.00.) 


James W. Baker, chairman of the com- 
mittee under whose direction this report 
was prepared, discloses its purpose in the 
Foreword with the following statement: “If 
the number and scope of distribution serv- 
ices were better known, we would hear less 
talk of high distribution costs.” In 1939, 
the Twentieth Century Fund asked, “why 
must fifty-nine cents of each dollar paid for 
goods go for the purpose of distribution?” 

This report attempts to answer such ques- 
tions by discussing the many services per- 
formed through, in connection with, and as 
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a by-product of, the function of distributing 
goods and services from producers to con- 
sumers. It brings out “customer satisfac- 
tions” that are provided and offers statisti- 
cal and other information that is believed 
will indicate the “cost” of distribution. 

Beginning with “Enough People Doing 
Merchandising” and ending with “Good 
Neighbor Activities,” it attempts, under 
twenty-three titles, to analyze the many 
facets, techniques, sub-functions, and other 
aspects or attributes of the distribution func- 
tion not susceptible of ready classification. 
Preceding each is an outline of “customer 
satisfactions” which each provides. Follow- 
ing each is a series of questions and answers 
designed to show the “cost” of distribution 
services by the presentation of statistical 
tables, many undated and without source 
reference, other statistical data supported 
only by “it has been estimated” or “from 
fragmentary bits of information,” averages 
such as “number of transactions an average 
selling person handles per year,” and per- 
centages such as “distribution costs associ- 
ated with frequency-of-purchase vary from 
30% of selling price for items bought in a 
ten-year or longer cycle down to zero (sic) in 
cases where purchases are made more fre- 
quently than once a week.” 

Entirely overlooking the lack of objec- 
tivity, the non-scientific use of scientific ter- 
minology, and the assumption that large 
total amounts of dollars (especially billions 
which are always italicized) is proof by it- 
self that the services they represent are very 
important to the distribution function for 
which customers need have no complaints 
for their small individual shares, this report 
is not very convincing if only because it 
oversells itself. The delineation of the serv- 
ices rendered by the distribution function 
of our economy needs to be clearly told for 
it is indeed a little-understood and a little- 
appreciated part of our free enterprise sys- 
tem. It needs no apology nor sales “puffs.” 
Factually presented and statistically but- 
tressed, it could bring needed enlighten- 
ment even though handicapped by poor 
sources of analytical cost data. Unfortu- 
nately, at least in this reviewer’s opinion, 


the picture presented here sounds more like 
propaganda and less like the factual mate- 
rial its title leads one to believe it is pre- 
senting. Typical is the following question 


and answer appearing on pages 71 and 72: 


Q. What has been the price trend in rela- 
tion to buying power? 

A. Although the general trend of prices has 
been upward, the rate of rise has been 
much lower than consumers buying 
power. When prices are adjusted for 
wage levels and other indexes of buying 
power, it is found that the average cus- 
tomer is able to buy much more with his 
income at present than at any previous 
time. This phenomenon is usually de- 
scribed as indicating a rise in “real 
wages.”” It could be just as well called, 
and perhaps more accurately, a decline 
in “real prices.” 


In the words of Mr. Baker, “Two groups 
especially seem to need better concepts. 
The consuming public is one. The other 
group comprises public servants.” One can- 
not escape the feeling that those who pre- 
pared this report have underestimated the 
intelligence of those whose general under- 
standing of the field of distribution they be- 
lieve needs improvement. 

HERMAN I. ARENSON 
University of Colorado 


CapPITAL BUDGETING, by Joel Dean. (New 
York: Columbia University Press, 1951. 
Pp. 174. $5.00.) 

The author states his objective as follows: 
“This book is a broad-gauge view of a sys- 
tem for capital budgeting founded on eco- 
nomic analysis and designed to reduce the 
executive time and confusion in making de- 
cisions. The system is offered tentatively, be- 
cause until recently capital budgeting has 
had little attention by economists, and there 
exists a no man’s land between the pure 
theory of investment and management's de- 
cision to spend.” Accordingly, the book di- 
vides into two well-defined parts. The first 
four chapters are devoted to a consideration 
of the availability and use of capital as seen 
by the individual firm. Essentially this is the 
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heart of Dean’s book, for in this section he 
weighs the various standards used to deter- 
mine whether or not a firm has an effective 
demand for capital. Among these standards, 
for example, are payout period, profita- 
bility, and postponability. Dean ultimately 
rejects all standards for determining the de- 
mand for capital except one based on profit- 
ability or rate of earnings. And on this basis, 
criteria for the acceptance or rejection of 
specific capital expenditures are established. 

The second part of the book (chapters V- 
IX) classifies capital expenditures by major 
types and “is based on economic considera- 
tions and is intended to show distinctive 
problems of appraising propositions.” These 
major types are: replacement, expansion, 
product-line, and strategic investments. 
Each of the major expenditure categories is 
discussed in order to show the specific ob- 
jectives management has for each type of 
investment. The standards for acceptance or 
rejection are higher or lower depending on 
the character of the expenditure. There is 
no one rate of earnings used in all circum- 
stances. 

The book concludes with a chapter on 
cyclical investment policies. 

Aside from emphasizing that capital ex- 
penditures are not qualitatively identical 
and may require different treatment, Dean 
adds little to the framework of a conceptual 
system for capital budgeting. Two assump- 
tions, in particular, are made which inhibit 
the development of anything further. These 
are: first, that the firm is motivated by prof- 
its alone (p. 75); second, that the income 
stream associated with a particular invest- 
ment is foreseeable over its entire life (p. 76). 
Dean acknowledges the rigidity of the as- 
sumptions (pp. 75-77), but does not ques- 
tion their fundamental applicability with 
some modification for a plan of capital 
budgeting (p. 77). 

This reviewer is of the opinion that the 
development of a useful conceptual system 
for capital expenditure requires more than 
an awareness of the limitations of certain 
assumptions. First, the scope of the theoreti- 
cal formulation must be broadened to ac- 
count for the multiple motives that exist in 


budgeting. Second, the variety of plans (re- 
flecting many motives) must be coordinated 
with definite periods of time for which man- 
agement accepts some types of uncertainty 
and not others. The essence of budgeting is 
to overcome restraint imposed on the firm 
by the internal and external environment. 
Relying upon a conceptual system that ad- 
mits only of one motive in business opera- 
tions is equivalent to saying that the rate of 
earnings is the only restraint governing cap- 
ital outlays. 

In motivation based simply on profits, 
Dean fails to account for the motive to cash 
or liquidity reflected in capital budgeting. 
Recognition is accorded the importance of 
cash in several instances, but it is minimized 
in the conceptual formulation because “The 
concept of profitability is concerned neither 
with cash budgeting nor with capital fund 
liquidity” (p. 25). Because Dean’s hypothe- 
sis judges the economic adequacy of any 
outlay only by its profitability, it must be 
assumed that the prospective composition 
of assets and liabilities is a matter of indif- 
ference to management. Obviously, this is 
not so. The motive to liquidity sums best 
a number of aims embodied in the concept 
of the going-concern. Management prepares 
for the hazards of uncertainty, the param- 
eters of which are unknown, by budgeting 
capital expenditures in a manner which will 
secure both a satisfactory rate of return and 
a sufficient degree of liquidity (rate of cash 
conversion). The firm, as a result, is in the 
best possible position to meet any unfore- 
seen contingency whether it is one associated 
with a loss in demand, obsolescence of equip- 
ment, or change in total character of the in- 
vestment. 

Dean obscures the nature of the short pay- 
out period which management uses to ex- 
press its motive to liquidity (pp. 24-27). The 
payout period illustrates the clash of objec- 
tives in expenditure planning. On the one 
hand, the asset to be purchased with the 
planned outlay has a service life to which 
certain price and volume expectations at- 
tach and from which the revenue stream is 
derived. On the other hand, service life 
measures the period of time during which 
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capital is encumbered and in which manage- 
ment is not a free agent in meeting the haz- 
ards of uncertainty if the plan as formulated 
is based solely on profits or rate of return. 
To overcome the restraint imposed by un- 
certainty, management gauges profits within 
the scope of a satisfactory liquidity position. 
This suggests the existence of at least two 
time intervals in the capital budgeting proc- 
ess. First, there is the interval during which 
uncertainty is accepted for capital. Manage- 
ment places capital in jeopardy by holding 
it in specialized form and making it subject 
to all the hazards of the unforeseen contin- 
gency. During this period of time, price and 
volume expectations are assumed to be fore- 
seeable. And this period is precisely the pay- 
out interval which measures the length of 
time for the acceptance of uncertainty. 
The second discernible interval is related 
to service life of the budgeted asset. As pre- 
viously indicated, if management were mo- 
tivated only by profits, it would mean that 
precise volume and price expectations 
would have to be held for a period of time 
measured by service life. In the case of spe- 
cialized assets having an expected useful 
life of ten or twenty years, management 
would, in effect, be assuming that the future 
would be realized precisely as defined by 
the expectations. The payout period is defi- 
nite proof of the unwillingness of manage- 
ment to accept any such plan. The reason 
for this is quite clear. The planning horizon 
is extremely limited. Precise expectations 
related to volume and price are projected 
into the future only within a limited time 
range. Management, by its insistence on 
payout, simply states the period of time dur- 
ing which it is willing to hold precise vol- 
ume and price expectations. Naturally, in- 
tegrity of the going-concern and its capital 
is uppermost in managerial plans. The ac- 
ceptance of uncertainty as it relates to capi- 
tal during the payout interval clearly indi- 
cates the multiplicity of motives which must 
be accounted for in capital budgeting. 
Management plans in sequence. When 
capital is secure, an uncertain situation 
can be accepted for income. In the case of an 
asset with a ten or twenty year service life, 


the plan will call for a return to liquidity 
in three or four years. Regardless of what 
contingencies may arise beyond this period, 
the firm will suffer no impairment of its cap- 
ital. It will have been recovered in non- 
specialized form. Profits may not be realized, 
but this will not cause the going-concern 
to be placed in jeopardy. Beyond the payout 
interval, uncertainty is of a different order. 
It encompasses hazards which can be ac- 
cepted for the firm without the necessity of 
projecting precise price and volume expec- 
tations. 

In Dean’s analysis recognition is accorded 
the substance of the foregoing comments 
in some degree. The relationship of short 
payout, cash position, and uncertainty is 
acknowledged (pp. 26-27). But the use of 
short payout is described as accomplishing 
management’s objectives “‘captiously and 
crudely.” Dean believes that the “rate of 
return . . . can be adjusted for uncertainty 
by methods that are more direct and flex- 
ible” (p. 27). Among these are: (1) an 
inflated rate of discount; (2) shortened esti- 
mate of economic life; and (3) an applica- 
tion of a probability multiplier to the earn- 
ings of different years (pp. 30-31). Method 
(2) is no method at all. Techniques (1) and 
(3) have appeal; but they are of little value 
because they depend basically on a projec- 
tion of precise volume and price expecta- 
tions. The discount or the base to which 
they are applied. The revenue stream de- 
rived from the price and volume expecta- 
tions is that base. Fundamentally nothing 
is added. An unforeseeable future beyond 
a given point is not subject to planning 
which entails placing capital in jeopardy. 
Increasing the rate of discount or applying 
a probability multiplier to a revenue esti- 
mate that is not and cannot be made is 
hardly the answer to capital budgeting. 

In general, Dean provides an outline of 
the problem of capital budgeting. However, 
no practical solution to the problem will be 
possible until the conceptual system con- 
tains a positive plan of asset composition. 
Management plans for uncertainty by plan- 
ning for certain assets and liabilities at given 
dates in the future. An income plan, which 
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is the basis of Dean’s system, is indifferent 
to specific assets and liabilities. Resources 
are expressed purely in generalized terms. 
Management, however, is aware that the 
mobility of capital is less than complete and 
plans accordingly. 

There are some passages in the book that 
appear questionable; for example, “Man- 
agerial tenure is strengthened by paying 
some dividends through the thick and thin 
of business cycles out of retained earnings 
of prior years if necessary” (p. 39). 

JOHN PAGANI 
University of Utah 


ADVERTISING CAMPAIGNS, by Irwin Graham. 
(New York: Harper & Brothers, 1951. 
Pp. 324. $5.00.) 

While most books on advertising concern 
themselves with the static picture of indi- 
vidual elements of advertising, such as 
media, production, copy, etc., the purpose 
of this volume is to give the reader an insight 
into the methods of coordinating the vari- 
ous phases of advertising and selling into 
an integrated program called a “campaign.” 

Accordingly, the author treats the sub- 
ject of advertising from the standpoint of 
the planner of advertising campaigns. 

The book is divided into three parts. 
Part I presents general background mate- 
rial of advertising campaign planning. The 
author discusses such campaign elements as 
campaign objectives, the company back- 
ground, its products and the advertising 
history of the organization. This is followed 
by a detailed analysis of the advertising ap- 
propriation, the role of an advertising 
agency in campaign planning and prepub- 
lication advertising. Although the chapter 
on methods of testing advertising impact is 
not too comprehensive, the author does dis- 
cuss the latest techniques. 

Part II covers the selection and use of ad- 
vertising media. Some eight chapters are de- 
voted to a discussion of the major and sup- 
plementary advertising media. The content 
of this section is similar to that found in 
standard texts on advertising, except that it 
is slanted to advertising campaign planning. 

Part III, headed “Coordination and Eval- 


uation,” is the most important part of the 
book although it includes only two chap- 
ters. In the one on coordinating the sales 
and advertising programs, the author points 
out the need for coordinating sales and ad- 
vertising efforts and offers devices and meth- 
ods, including examples from various com- 
panies showing how this may be attained. 
He argues that the company salesmen as 
well as its distributors and dealers too often 
do not realize the importance of the com- 
pany’s advertising. For that reason it is nec- 
essary to make an effort to “sell” them on 
the advertising program. One way to ac- 
complish this is through carefully planned 
advertising portfolios. These may be used 
as means for acquainting salesmen with the 
details of the advertising campaign so that 
they will be in a better position to inform 
the distributors and dealers about the pro- 
gram. 

The final chapter discusses postpublica- 
tion testing, i.e., the criteria that can be used 
for measuring the results of an advertising 
campaign. In it, Graham covers in reason- 
able detail such criteria as sales, inquiries 
and the various rating techniques and serv- 
ices for measuring advertising results. 

At the end of the book illustrated case 
histories of prominent advertisers are pre- 
sented, accompanied by brief comments re- 
garding the advertising objectives and 
media in which the companies advertised. 

While the book is not suitable for a text- 
book for an advanced advertising course it 
is definitely useful as a reference book. It 
should also prove valuable to advertising 
practitioners who have the task of preparing 
campaigns. It is also a handy reference book 
which can be used in developing campaigns. 
Lastly it may serve as a useful checklist for 
a wide range of factors to be considered by 
the advertising campaign planner. 

J. Ropert HILGERT 
The Pennsylvania State College 


PURCHASING, PRINCIPLES AND APPLICATIONS, 
by Stuart F. Heinritz. (New York: Pren- 
tice-Hall, Inc., 1951. Pp. 689. $5.50.) 

To industrial purchasing agents Stuart 

Heinritz needs no introduction. For many 
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years he has edited Purchasing, the trade 
magazine of the profession. The first edition 
of Mr. Heinritz’ book, published in 1947, 
showed that its author, in addition to be- 
ing an editor of unusual ability, was a close 
and careful student of industrial purchas- 
ing. The revision confirms this conclusion. 

The revision follows the general outline 
and pattern of the original volume. It is di- 
vided into five parts: 


1. Organization for Purchasing which treats 
the significance of the Procurement func- 
tion in the business concern, its relation 
to other functional divisions, and the 
organizational structure of the Purchas- 
ing Department. 

2. Purchasing Principles which deals with 
the methods and principles the industrial 
purchasing profession has developed to 
enable its members to buy the right qual- 
ity of the right article in the right quan- 
tity at the right price and from a supplier 
who will give the right kind of service. 

3. Purchasing Procedure which outlines 
buying routine and includes discussions 
of procurement by manufacture and the 
legal aspects of purchasing. 

4. Tools of Purchasing which describes the 
uses of department manuals, research, 
value analysis and budgets. 

5. Purchasing Policies which includes treat- 
ments of such matters as reciprocity, per- 
sonal purchases, the ethical problems in- 
volved in purchasing, and methods of 
measuring purchasing performance. 


In response to recent changes in emphasis 
in purchasing practice the section dealing 
with inventory control has been expanded 
considerably and a new chapter on Value 
Analysis has been added. Teachers will be 
interested in the addition of a group of well- 
chosen cases at the end. Throughout the 
book the treatment has been sharpened and 
improved. 

The author writes interestingly and 
clearly. His material is well organized and 
logically presented. 

For industrial purchasing executives this 
book is a valuable reference volume. For 


teachers of purchasing courses it is required 
reading. For teachers of industrial market- 
ing it is reference material of great value, 
supplying a means of understanding the pro- 
cedure, behavior, and motivation of indus- 
trial customers. 
R. S. ALEXANDER 

Columbia University 


Top-MANAGEMENT ORGANIZATION AND CON- 
TROL, by Paul E. Holden, Lounsbury S. 
Fish, and Hubert L. Smith. (New York: 
McGraw-Hill Book Company, Inc., 1951. 
Pp. 257. $5.00.) 

A new publisher has undertaken the 
twelfth printing of a book which the Stan- 
ford University Press first issued in 1941. 
Such an event is a recognition of the con- 
tinued popularity of Top-Management Or- 
ganization and Control and of the oppor- 
tunity to merchandise this product aggres- 
sively in a field where good texts are all too 
few. 

Essentially, this book is a report, spon- 
sored by the Stanford Graduate School of 
Business, of a field investigation of the man- 
agerial techniques employed by thirty-one 
nationally-known, but principally West 
Coast, industrial enterprises which were se- 
lected because they had “. . . a reputation 
for progressive and enlightened manage- 
ment...” (viii). Since the authors have 
not written a preface it is not possible to dis- 
cover their understanding of the purpose of 
this investigation. The Dean of the School, 
however, tells the reader that the investi- 
gation was “. . . an attempt to find a prac- 
tical answer to some of the many problems 
constantly facing top management,” (viii), 
that “. . . the study has been confined to 
the more important problems of organiza- 
tion and control facing top management,” 
(ix), that “. . . the aim has been to record 
what seemed to be the most effective and 
generally applicable plans and devices . . . 
for meeting common management problems 
... ” (ix), but that “. . . little or no recog- 
nition could be given to all-important fac- 
tor of personality . . .” (ix). 

The book is divided into five parts. Part 
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A is entitled Summary and Conclusions (12 
pp-), Part B is devoted to Organization Prac- 
tices (62 pp.), Part C reports upon Control 
Practices (138 pp.), Part D is in the nature 
of a special report on findings relating to the 
Board of Directors (26 pp.), and Part E con- 
sists of the Data Sheet Used for Field Inter- 
views (12 pp.). The reasons for including 
Parts D and E in the body of the book rather 
than in an appendix are not apparent. 
There are seven illustrations and an index. 

In dealing with Organization Practices 
the authors report a finding of three basic 
zones or levels of top management and use 
the term “function” to describe each. The 
three are the trustee, the general manage- 
ment or administrative, and the divisional 
or departmental functions. The first func- 
tion is appropriately defined, but one must 
turn to Part D for a more extended treat- 
ment. The authors list the functions of the 
board of directors under twenty-two heads 
but point out that individual practices 
varied considerably—even to the point 
where the general management rather than 
the directors of some firms officially select in- 
dependent auditors! (p. 215) The material 
on the composition of the board is very in- 
teresting because it highlights the contra- 
dictory positions taken by corporation ex- 
ecutives on this still-unsettled question. The 
firms in the sample apparently followed 
standard practices with respect to the organ- 
ization and procedures of boards and to the 
required reports. 

The second (general management) func- 
tion is summarily treated in six pages. The 
authors report that one-third of the com- 
panies relied upon a chief executive, one- 
third utilized a chief executive supported by 
a part-time council of divisional heads, one- 
fourth employ a full-time council of general 
executives, and two firms were managed by 
their boards of directors. It is unfortunate 
that this vital subject matter is merely de- 
fined and concluded with a list of “advan- 
tages” and “disadvantages” which is the 
product of academic soul-searching. 

The third (divisional or departmental) 
function of management is comprised of the 
operating officers who report to general 


management. A short, special section is de- 
voted to an explanation of functional, prod- 
uct, and regional departmentation. This 
material is painfully inadequate and no 
glimpse at the practices of the companies 
in the sample is permitted. 

Nearly half of the space devoted to or- 
ganization practices is taken up by the sec- 
tions on staffs and committees. Taken by 
themselves, these sections are good for they 
contain editorial material on the scope and 
functions of these managerial devices. But 
the very fact that these sections are well done 
gives to the unwary reader a sense of their 
undue importance in the organization of 
an enterprise. 

Part C is concerned with Control. Com- 
pany practices are used to illustrate methods 
of control over policies, rate of operation, 
organization, staffing, wages and salaries, 
costs, manpower, capital expenditures, serv 
ice departments, product lines, research 
and development, external relations, for- 
eign operations, demands upon executives’ 
time (sic), and over-all performance. Al- 
though detailed treatment of each of these 
areas is absent and nowhere does one find 
out what the companies in the sample were 
doing about each of these issues, the special 
merit of this part is its cyclopedic and sug- 
gestive nature. 

The authors of Top-Management Organi- 
zation and Control were faced with a diff- 
cult problem in reporting. Their sample did 
not permit statistical treatment. The only 
story which they had to tell was how the 
several firms were meeting their managerial 
problems. Such a story is of vital interest to 
both students and businessmen for there is 
very little of this type of information avail- 
able. But for some unexplained reason—one 
may guess a refusal of the participating com- 
panies to be identified—systematic reporting 
was rarely attempted. Only the sketchiest 
outline is sometimes available, and its use- 
fulness is impaired because the factors which 
affect the organization and control practices 
of particular firms, such as their size and the 
nature of their operations, are always un- 
known. 

On the other hand, the authors have in- 
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cluded in practically every section of the 
book ex cathedra statements, without citing 
a single source, of what should or ought to 
be the practice. This, to the reviewer, is in- 
excusable. Such obiter dicta rest upon 
neither the survey results nor an acceptable 
theory of management. That some of their 
advice is good is indeed fortunate for the 
business men who have read this material. 

The reduction of the managerial func- 
tions to two, viz., organization and control, 
places the authors perilously close to assert- 
ing that the function of managers is to 
manage. While this is, of course, true, it nec- 
essarily requires the authors to deal simulta- 
neously with planning, directing, staffing, 
and control. The difficulty of doing this is 
plainly evident in the text. 

The specialist in this field might also take 
strong exception to the statement that, “Be- 
cause the problems of the chief executives 
are essentially similar in all companies, 
whereas the work of the lower levels of man- 
agement would vary greatly in different 
companies, the scope of the study was con- 
fined to the problems and practices of top 
management ...” (viii). In this context 
“problems” and “work” appear to mean ex- 
ecutive functions, and certainly few students 
of management theory would admit that 
executive functions are different at the vari- 
ous echelons of an organization or are dif- 
ferent as between types of enterprises. The 
care which the authors took to get compara- 
bility of results by confining their sample 
to the top levels of management of large 
scale industrial enterprises reflects a ques- 
tionable understanding of the managerial 
functions. 

A further point of considerable conse- 
quence is the typical graduate-student em- 
phasis placed upon staff organization in 
enterprise. This is understandable for some- 
how or other graduate students seem to vis- 
ualize their future place in enterprise as ad- 
visory. The fact seems to be overlooked that 
business exists to make a profit and not to 
support staffs of specialists. The economic 
aspect goes untouched. 

Despite the defects which have been 
stressed here, Top-Management Organiza- 


tion and Control has been an impressive 
success in one sense. It is probably the book 
on management which has been the most 
widely-read by businessmen and the most 
influential. There are several apparent rea- 
sons for this. Businessmen can understand 
it. It employs the language of business. It 
deals with vital issues. It purports to tell 
businessmen “how to do it.” Its subject mat- 
ter is well organized. In view of these merits 
it is both astonishing and disappointing 
that the authors have seen fit to reprint in 
1951 a book in this volatile field which has 
undergone scarcely any change from its first 
appearance in 1941. It is not possible to ex- 
cuse this performance on the ground that 
a research report cannot be modified. Most 
of the text consists of the authors’ opinions 
and surely these have changed in the inter- 
vening period. 

It may be said that Top-Management Or- 
ganization and Control is an important 
book in the unfolding literature of manage- 
ment because it gets close to the “right” 
issues. Even though it contributes little to 
their solution it makes abundantly clear 
what remains to be done. 

Cyrit O'DONNELL 
University of California 
Los Angeles 


MANPOWER RESOURCES AND UTILIZATION, 
PRINCIPLES OF WORKING FORCE ANALYSES, 
by A. J. Jaffe and Charles D. Stewart. 
(New York: John Wiley and Sons, Inc., 
1951. Pp. 532. $6.50.) 

This book is designed more for the labor 
economist and statistician than it is for the 
marketing specialist. Nevertheless, it has 
value for those interested in statistical analy- 
sis of the working force as a market factor. 

The avowed goal of the authors is “a 
study of the United States working force— 
what it is, what factors have influenced it in 
the past and what pressures are shaping it 
today, and how it is related to other aspects 
of our society.”” The authors stress the thesis 
“that the working force of a nation is a 
function of all the aspects of the entire so- 
ciety.” In addition to conditions in the 
United States, attention is paid to less ad- 
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vanced economies such as China, Puerto 
Rico, and Northern Rhodesia. 

The authors are well qualified to speak 
in this field, having devoted many years to 
research in various government statistical 
offices, notably in the Departments of Com- 
merce and Labor. 

Of interest to marketing students should 
be the “central thread running throughout 
this book (which) is that the transformation 
of a society from a primarily subsistence 
economy to a market economy results in the 
emergence of a modern working force.” 
While the authors are interested in the 
working force side of the shield, marketing 
specialists may find the market implications 
of the other side worth exploring. Speciali- 
zation in marketing is restricted largely to 
economies which have developed modern 
labor forces. 

In particular the authors cite two con- 
ditions necessary to the emergence of a mar- 
ket economy, a large enough population to 
justify division of labor and the existence 
of unfilled wants. While not new, it is well 
to be reminded of these points, since mar- 
keting provides special tools for transmit- 
ting latent desires into felt wants. Thus, 
large opportunities may be open to market- 
ing men and women to aid economically 
undeveloped peoples to advance. 

The book is organized into an introduc- 
tion and three parts. Part I covers “Problems 
of Measurement and Analysis” in 7 chap- 
ters. Part II, in 5 chapters, is a “Description 
of the United States Working Forces.” The 
remaining 8 chapters in Part III treat the 
“Working Force in its Social and Economic 
Context.” The Appendix covers g topics, 10 
pages of statistical tables, a comprehensive 
bibliography, and an index. A useful fea- 
ture is the frequent summaries found 
throughout the book. 

A major contribution lies in the detailed 
explanation of working force statistics in 
chapters 4-7. The user of statistics in this 
field should profit greatly from a study of 
these chapters. An additional chapter on the 
sampling methods used for intercensal peri- 
ods would have rounded out the author’s 
treatment of this subject. 


Not content with exposition of the sta- 
tistical measures of manpower, the authors 
delve at some length into policy implica- 
tions of the data. Their primary concern in- 
deed is with economic and sociological 
implications of the working force portion 
of populations. Such topics as full-employ- 
ment, migration, unemployment, and re- 
quirements of manpower for national de- 
fense are discussed intelligently and, on the 
whole, constructively. 

Part II is largely descriptive of the charac- 
teristics and composition of the labor force 
and the trends in its development. This re- 
viewer found little that was new in this sec- 
tion, possibly because of his own familiarity 
with the data. The material is nicely organ- 
ized and well written. It should be a helpful 
guide to new workers in this field. 

Part III raises the stimulating question 
of the relation of the working force to 
its socio-economic environment. Beginning 
with a discussion of technological devel- 
opments, such subjects as trends in pro- 
ductivity, the effect of inventions, and in- 
creasing leisure are covered. The treatment 
is not particularly novel and in at least one 
instance, that on page 243 of an example 
of the incidence of the Hollerith machine 
on employment in the Census Bureau, the 
argument seems strained. Too many vari- 
ables enter into the picture to make it a 
sound example of the expansion of the de- 
mand for labor, following the introduction 
of a labor saving mechanism. But with the 
author’s conclusions that “there is no ques- 
tion but that the working population of a 
nation is a function of the entire culture— 
the philosophy, politics, economics, demog- 
raphy, and sociology of a people—as well 
as function of technological development” 
(p. 283) there can be no quarrel. Chapters 
are devoted to the demographic characteris- 
tics and influences on the working force (the 
authors find demographic factors of but sec- 
ondary importance), migration, both inter 
and intra-national (influx of agricultural 
workers from abroad and shifts of farm 
workers to urban communities at home, 
changed the composition of the labor forces 
materially). The place of women and chil- 
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dren in the working force are examined as 
well as racial considerations, and the posi- 
tions of older workers. 

Attitudes toward labor, ranging from the 
economic necessity of toil to the feeling that 
work is, at best, a necessary evil which inter- 
feres with achieving a good life, and cover- 
ing Western and Oriental ideals, provide 
stimulating reading. One gains the impres- 
sion at times that the authors have sacrificed 
something in the way of depth of treatment 
in order to obtain breadth of coverage. They 
have spread it a bit thin in places, although 
the job on the whole is well done. 

The authors find no adequate theory to 
explain the variations they find in their 
studies of the working force. They submit a 
tentative “theory of socio-economic change” 
in chapter 3, and in the latter part of chap- 
ter 19, to the effect that there appears to be 
an evolutionary tendency in advanced econ- 
omies for a specialized working force to ap- 
pear as market economies replace subsistence 
economies. In subsistence economies the 
working force embraces practically the en- 
tire population. In the highly developed 
market economies “only the (adult men) 
are now universally found at work” (p. 376). 
Social and cultural attitudes seem to play 
decisive roles in the determination of work- 
ing force patterns, with economic forces 
dominant, especially in countries progress- 
ing from primitive to more highly devel- 
oped economies. 

The book is timely and should be of spe- 
cial interest to policy makers and students 
of manpower requirements at this time of 
mobilization for defense. 

NATHANAEL H. ENGLE 
University of Washington 


Basic MetHops OF MARKETING RESEARCH, 
by James H. Lorie and Harry V. Roberts. 
(New York: McGraw-Hill Book Co., 1951. 
Pp. 453. $6.00.) 

A careful reading of Basic Methods of 
Marketing Research is bound to evoke the 
question, whether a suitable and helpful 
general explanation of marketing research 
can be written. The present book represents 


a sincere and painstaking effort. The book 
is divided into five major parts: The first, 
purely introductory, offers a description of 
marketing research; the second devotes two 
chapters to scientific method and one to the 
relation of research techniques to market- 
ing problems. The third section, of six chap- 
ters, is devoted entirely to the problem of 
sampling, covering probability and non- 
probability sampling in reasonably non-sta- 
tistical treatment. The fourth part, entitled 
“Communication and Observation,” is con- 
cerned primarily with questionnaire con- 
struction and observational techniques. The 
final or fifth section deals with the adminis- 
tration of marketing research, and includes 
material on the courdination of research 
with the needs of management; interview- 
ing; selection, training, and supervision of 
interviewers; and the processing of market- 
ing research data. 

In a field in which no generally satisfac- 
tory book has appeared, it seems particularly 
ungracious to carp because a new entrant 
into the field is no better than its precur- 
sors. Yet this book has several shortcomings 
which lay it open to basic criticism. Possibly 
in the attempt of the authors to be ade- 
quately academic and scientific, the book is 
largely an abstract discussion of subject mat- 
ter which should be dealt with in concrete 
terms. Even the vocabulary is unduly heavy 
for text purposes, and considerably above 
the reading level of most undergraduate 
students. At no time does the book present 
a set of definitions or a set of directions 
which would allow a student without pre- 
vious knowledge of marketing research to 
reach an understanding of purposes, uses, 
or procedures of the craft. The reader con- 
tinually feels that the book will start a defi- 
nite, concrete discussion that never comes, 
and inevitably comes to feel that the book 
is written with a minimum basis of actual 
experience in marketing research. Research- 
ers who have themselves had much experi- 
ence cannot find the treatment convincing. 

The major contribution made by the 
book is in its treatment of sampling, which 
is the best non-technical discussion the pres- 
ent reviewer has seen. 
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Marketing research is unique among the 
fields taught in our schools of business in 
that it requires a close integration with man- 
agement and marketing, and at the same 
time, embraces the whole range of research 
techniques. Probably the reason no entirely 
suitable text has appeared is that the tech- 
niques of marketing research cannot be ap- 
plied in a vacuum, and the environment 
necessary for their explanation and appli- 
cation is in itself a formidable study. In the 
reviewer's own experience in the applica- 
tion of research techniques to marketing 
problems—which has extended well over 
twenty years—he has grown increasingly 
aware of the fact that the particular tech- 
niques of marketing research are subordi- 
nate to a knowledge of market structure and 
of marketing strategy, and that the prob- 
lems he has been called on to solve did not 
require the application of standard tech- 
niques, but the devising of new methods of 
locating pertinent data. A book which does 
not appear to rely on considerable experi- 
ence or on a fundamental consideration of 
marketing strategy is bound to be inade- 
quate. 

LAWRENCE C. LOCKLEY 
University of Southern California 


INDEX NuMBERS, by Bruce D. Mudgett. (New 
York: John Wiley & Sons, Inc., 1951. Pp. 
131. $3.00.) 


What is the purpose of this monograph? 
Dr. Mudgett replies: “It is my view that 
fixed weights are the greatest weakness of 
modern indexes, and one purpose of the 
following pages is to show that a basic analy- 
sis of the problem of index number meas- 
urements leads infallibly to this conclu- 
sion. It must be emphasized that I have not 
dealt in any way with another, and a vitally 
important, part of the problem of index 
number measurements, namely, the accu- 
racy of the original price and quantity data. 
No book has been written on this subject 
as yet.” 

The monograph is divided into two parts. 
The first deals with The Measurement of 
Price and Quantity Changes; and the second 


with Current Construction Methods and 
Their Shortcomings. 

Relative to The Measurement of Price 
and Quantity Changes, the author observes 
“It must be stated with the greatest of em- 
phasis that for any index number of prices 
or quantities that has relevance to a real- 
life change from one specific situation to 
another, one must obtain the objective facts 
for measurement of this change from the 
prices and quantities of the actual goods 
that are involved. If in any such comparison 
one goes outside these two sets of price and 
quantity data to seek a solution to the price 
or quantity index problem, it must be rec- 
ognized at once that he is dealing with ap- 
proximation and either the approximation 
must be justified or its accuracy taken under 
consideration. 

“The measurement tool that is needed in 
this situation is one applying not to single 
commodities, but to groups of commodities. 
The result in one case is a price index and 
in the other a quantity index, and it will, if 
effective, separate the value change—into 
two parts or elements. The two elements 
together explain the total change in value. 
The problem is how to construct this tool.” 

Under the title “The Problem of Meas- 
urement,” Dr. Mudgett recognizes these 
points: (1) that an index number of price or 
quantity must of necessity refer to an enu- 
merable set of commodities; (2) that this set 
of commodities may include all of them or 
only a sample of them; (3) and that for a 
given set of commodities, the set may be 
common to both times or places; or some 
may be common and others not, or some 
may be common to neither. Be this as it may, 
he adds, “Since all influences operating on 
the value ratio are comprehended within 
these two terms, price and quantity change, 
we define the index number problem as the 
problem of breaking up a value ratio into 
its basic components—factors P,,; and Q,.” 
Acceptance of this proposition is an impor- 
tant first step in the solution of the problem 
of measurement through index numbers. 

Dr. Mudgett then discusses the problems 
arising from using base-year and given-year 
weights when developing an index number 
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involving several commodities. He observes 
that “Since neither set of weights is prefer- 
able to the other, the two formulas stand on 
an equal footing; neither is exact, since cer- 
tain data in a two way comparison have 
been omitted, but both are equally good in 
that they have not gone beyond the data 
of these two periods.” Relative to the use of 
weights which are not applicable to either 
period he observes “It will therefore not 
be legitimate to introduce (them) into the 
solution except as an approximation to 
some more exact solution based on the his- 
torical facts of the two periods in question.” 

When considering the accuracy of index 
numbers, Dr. Mudgett notes that, aside from 
errors in the price or quantity of individual 
items (which errors are not discussed) errors 
of measurement may arise from three 
sources, namely, a formula error, a sampling 
error and a homogeneity error. Under the 
first is considered the time and factor re- 
versal tests, the Konus’ condition and the D 
test or the difference between the base-year 
and the given-year weighted indexes. To 
control such errors the time or the space 
factors should be recent or close together. 
Sampling errors are approached in the ap- 
proved statistical manner and may be con- 
trolled through changing the size of the 
sample. Homogeneity errors arise from the 
existence of unique commodities or those 
which are not common to the two sets of 
data and may be reduced by keeping such 
a list of commodities small. 

Relative to long-term comparisons 
through index numbers, Dr. Mudgett is of 
the opinion that they are desired, but he 
questions ‘‘whether the existing methods of 
measurement of price levels gives us any 
confidence in such comparisons.” The rea- 
son is “the changing state of the arts, one 
of the most important factors that compli- 
cate these comparisons over time.” As to the 
selection of a (normal) base period he ob- 
serves that its use “seems to be based upon 
one of those unquestioned bits of lore which 
have come to be a part of the literature, no 
more to be doubted than the observed price 
data themselves; and one wonders where the 
idea started that the base period must be 


normal.”” And should the base be shiftable 
without error? The reply: “The position 
taken by the author, in agreement with 
Fisher, is that the (circular) test is theoreti- 
cally wrong.” 

The second part of this monograph is con- 
cerned with current Construction Methods 
and Their Shortcomings. The index num- 
bers considered are the Index Number of 
Wholesale Prices and the Index of Consum- 
ers’ Prices of the Bureau of Labor Statistics. 
After presenting a brief history of the devel- 
opment of each index, Dr. Mudgett observes 
of the wholesale price index: “In brief, the 
wholesale price index offers a history of al- 
most continual progress in construction pro- 
cedures. The story is full of examples of ex- 
perimentation with newer and newer ideas 
as these ideas have appeared in the general 
literature of the period. Witness—that fixed 
weights were being abandoned in favor of 
revision as rapidly as new weights were 
available. The most far reaching proposals 
of this volume go very little beyond actual 
practices of the bureau in this period of its 
history in dealing with the wholesale price 
index.” Relative to the consumers’ price in- 
dex, he observes “that the labor people 
made certain charges about the accuracy of 
the index and that these charges at once 
went to the very heart of the problem that 
has been central in this book, that is, the 
currency of commodity lists and weights.” 
An interesting closing comment is “it is but 
a short step to demand that quantity data 
be gathered annually the same as price 
data.” 

Should the readers of the JOURNAL be in- 
terested in this monograph? This reviewer 
is of the opinion that they should be inter- 
ested. The book is short. It is not difficult to 
read. It sets standards with which current 
index numbers may be compared and shows 
how this comparison may be made. Lastly, 
it gives some indication of the shape of 
things to come, namely, the request, proba- 
bly governmental, for quantity data as well 
as for price data. 

Ciausin D, HADLEY 
University of Santa Clara 
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STuDIEs IN INCOME AND WEALTH, Volume 13, 
by National Bureau of Economic Re- 
search. (New York: National Bureau of 
Economic Research, 1951. Pp. 587. $6.00.) 


This is one of the series of Studies, pub- 
lished by the Bureau on the aspects of the 
size distribution of income, and is made up 
of papers presented at the 1949 meeting of 
the Conference on Research in Income and 
Wealth at the University of Illinois. 

The “size distribution of income” is usu- 
ally treated under the headings of: the struc- 
ture of income distribution; the factors 
accounting for change in this structure, 
including change in the position of families 
within the distribution; and the influence 
of the income distribution and its changes 
on economic behavior, especially savings 
and consumption. That these topics bear 
on many marketing problems is fairly ob- 
vious, but whether or not the average mar- 
keting man is fully aware of the many in- 
teresting leads to further research is open 
to question. At least this volume demands 
careful reading if attainable ideals in mar- 
keting are to be reached. 

The review copy was read along side of 
several trade publications which touched 
editorially on the same subjects. Reginald 
Clough, Editor of Tide, commented on two 
major ways in which marketing people can 
contribute directly to maintain the $300 
billion economy to which this nation has 
grown: “One is to support those measures 
which create more disposable income for 
more people, especially those people in the 
sub-average income groups. The other is to 
support those measures which bring more 
products to more people on terms they can 
afford.” 

C. B. Larabee, President and Publisher of 
Printer’s Ink, having clipped “‘a couple of 
items out of a release from the Census Bu- 
reau” concluded: “More than 23,000,000 
families in the United States own their own 
homes. That’s 54% more homeowning than 
in 1940. The medium salary is $2,016. That’s 
more than two and a half times what it was 
in 1939. It would not buy Cadillacs, but in 
most parts of the country it will keep you in 


coffee and cakes, with an occasional lolly- 
pop for the kids.” 

Alderson & Sessions, in their Cost and 
Profit Outlook, devoted a bulletin to the 
“Meaning of Market Potential” in which 
“jts meaning” transcends that of a demand 
schedule as developed in economics or even 
the more comprehensive idea of a demand 
function. All of these comments raise ques- 
tions on popular concepts of marketing, 
how much recent information ordinary busi- 
nessmen have absorbed and—most impor- 
tant—technical developments that impinge 
on the field of marketing analyses by those 
who are responsible for such information. 

The Conference was stimulated by Hilde- 
garde Kneeland. Ten years before, her name 
had been rejected as a suggested speaker at 
an annual meeting of the American Mar- 
keting Association—probably because of a 
bias toward her connection with the Bu- 
reau of Labor Statistics. Subsequently, her 
work was headlined in a lead article by 
Wroe Alderson on “The Consumer Market 
—Income, Expenditure, and Savings,” in an 
article of The Annals of the American Acad- 
emy of Political and Social Science, and 
her basic research findings were used by the 
Curtis Publishing Company. 

Again the question may be raised as to 
the extent of cross-fertilization in our pres- 
ent thinking on marketing problems. It is 
too apparent that not all good works in mar- 
keting are by marketing people. Of the two 
dozen authors and commentators in the ten 
sections of this book, a check of the 1951 
National Roster of the American Marketing 
Associations shows that not one of the group 
is a member of the Association. 

It is obvious, then, that a review of many 
writers makes it difficult to present a critical 
observation of many opinions—particularly 
so where the problems discussed are highly 
technical in character. As reference, these 
annotations may be helpful: 

Part I. Dorothy S. Brady, University of 
Illinois. Research on the Size Distribution 
of Income. Discussion centers on the status 
of research in the field today, considers the 
purposes for which the data can be used and 
the difficulties in attempting to satisfy them. 
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Comment: Milton Friedman, University of 
Chicago. “Mrs. Brady’s paper makes it clear 
that our chief need is not for additional 
data . . . (but) of specific questions of nar- 
row scope, of testing detailed hypotheses 
about human actions and motives.” 

Part II. George Katona and Janet A. 
Fisher, University of Michigan, Survey Re- 
search Center. Postwar Changes in the In- 
come of Identical Consumer Units. This 
paper is concerned primarily with changes 
from 1946 to 1947, and 1947 to 1948 from 
data on the annual Surveys of Consumer 
Finances. Annual income of about 7 out of 
every 10 spending units in the nation 
changed. Comment: Milton Friedman, Uni- 
versity of Chicago. “The techniques devel- 
oped in the sources . . . cannot be applied 
directly to many of their data because of the 
qualified character of one classification.” 

Part III. Margaret G. Reid, University of 
Illinois. Distribution of Non-money Income. 
Discussion concerns the size and methods of 
evaluation and possible improvements of 
measurement. Comment. Edward F. Deni- 
son, National Income Division, Department 
of Commerce. In the discussion of expendi- 
ture aggregates there is a disagreement to 
which Miss Reid adds a rejoinder about 
“free” services, provided by sellers such as 
department stores, in which “imputation 
produces the major headaches of rural if 
not all family studies, as my examples seem 
to demonstrate.” 


Part IV. Joseph A. Pechman, Treasury ~ 


Department, Tax Advisory Staff of the Sec- 
retary. Distribution of Income Before and 
After Federal Income Tax, 1941 and 1947. 
Mr. Pechman points up these differences 
with tabular illustrations. Comment. George 
Garvy, Federal Reserve Bank of New York. 
“Income distribution after taxes may be 
needed for three main purposes: to relate 
spending and savings patterns to give in- 
come levels; to measure the degree to which 
the present tax system is modifying the size 
distribution of income; to compare levels 
of welfare.” 

Part V. Nathan M. Koffsky and Jeanne 
E. Lear, Bureau of Agricultural Economics. 
Size Distribution of Farm Operators’ In- 


come in 1946. Statistical procedures were 
developed by Hyman Kaitz, National In- 
come Division, Department of Commerce. 
This report presents some results of a re- 
search project under the Agricultural Re- 
search and Marketing Act of 1946, entitled 
Methods of Measuring Farm Expenditures 
and Income. Comments. Harold Barger, 
National Bureau of Economic Research. 
“Farm operators received from farming only 
about two-thirds of their cash income, and 
less than three-quarters of their total (money 
and non-money) income. Not only does non- 
farm income form a sizeable slab of farm 
operators’ total income but, as the authors 
show, the farm and nonfarm components 
are quite differently distributed.” A. Ross 
Eckler, Bureau of the Census. “Mr. Koffsky’s 
paper is the only one that compares census 
with other data in which the former are 
higher. . . . When two organizations un- 
dertake to cover this marginal group, it 
should not surprise anyone that their figures 
diverge widely.” Clark Warburton, Federal 
Deposit Insurance Corporation. “It seems 
incredible that in 1946 any significant num- 
ber of genuine farms would show a nega- 
tive net cash income. Consequently, it seems 
reasonable to assume that most of the farms 
in the negative income class, together with 
a substantial proportion of the farms with 
small net cash incomes, are operated by per- 
sons receiving the major part of their in- 
come from other sources.” (In 1930, the cen- 
sus difference between Agriculture and Oc- 
cupations was about 5, per cent of the farm 
operators; in 1940, 16 per cent.) 

Part VI. Selma F. Goldsmith, National 
Income Division, Department of Com- 
merce. Appraisal of Basic Data Available 
for Constructing Income Size Distribution. 
This is the largest section of the book. In 
111 pages, Mrs. Goldsmith appraises recent 
available size distribution studies. The re- 
sults of several studies are adjusted to “con- 
sumer money income” and compared with 
the over-all totals derived from the Depart- 
ment of Commerce estimates of personal in- 
come. Comment. Stanley Lebergott, Bureau 
of the Budget. “We owe a debt of gratitude 
to Mrs. Goldsmith for carrying through this 
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task and not merely labeling it ‘needed fur- 
ther research in the field.’ ”’ 

Part VII. Maurice Liebenberg and Hy- 
man Kaitz, National Income Division, De- 


partment of Commerce. An Income Size 


Distribution from Income Tax Survey Data, 
1944. The Interagency Technical Commit- 
tee within the Government procured many 
of the tabulations for constructing estimates 
in this report. The section, including an 
appendix, is complete with statistical for- 
mulae. Like many other presentations 
within the book there is a reliance on a con- 
stant Lorenz curve in formulation of esti- 
mates. 

Part VIII. Benjamin F. Mandel, Bureau 
of Old-Age and Survivors Insurance. Coor- 
dination of Old-Age and Survivors Insur- 
ance Wage Data with Those from Other 
Sources. Conclusions indicate that fairly re- 
liable and workable methods are available 
for coordinating wage data in OASI, Census 
and BIR records, but that there is no single 
highly accurate and complete national se- 
ries on wage size distribution. 

Part IX. Robert Wasson, National In- 
come Division, Department of Commerce; 
Abner Hurwitz, Bureau of Labor Statis- 
tics; and Irving Schweiger, Board of Gov- 
ernors of the Federal Reserve System. 
Field Surveys of Consumer Income Ap- 
praisal. The authors evaluate surveys as a 
technique for measuring size distribution 
and discuss the procedure by the respective 
agencies in which they work in resolving 
problems of the unit, family reconstruction, 
and substitution among others. Comments. 
William Vickrey, Columbia University. The 
paper brings “further support to the propo- 
sition that it is of primary importance, both 
in designing a study and in tabulating the 
results, to consider analytical significance 
as well as statistical convenience in choosing 
the unit to be polled and the basis upon 
which the results are tabulated.” A. Ross 
Eckler, Bureau of the Census. “So far (the 
Census) quality checks do not entirely sup- 
port Mr. Vickrey’s contention that more 
and more questions improve results.” 

Part X. Emmett H. Welch, National Se- 
curity Resources Board. Estimating the 


Number of Earners for Income Size Distri- 
bution Analysis. Mr. Welch reports esti- 
mates and the inadequacies of the results 
yielded by the methods currently employed 
in income surveys. 

While a variety of tables might be picked 
out of context by the marketing investi- 
gators, the book should be read primarily 
as a critique on research procedure in the 
field of consumer income and wealth. 

Howarp T. HovpE 
Wallpaper Wholesale Association 
Philadelphia 


SALES MANAGEMENT, POLICIES AND PROCE- 
puRES, by D. M. Phelps. (Chicago: Rich- 
ard D. Irwin, Inc., 1951. Pp. go2. $5.50.) 
Professor Phelps’ book is by all odds the 

most complete and comprehensive available 
treatment of its field. The title seems not 
entirely descriptive; more accurately the 
book might be named Marketing Manage- 
ment. Its scope is indicated in the Preface 
where the author states the purpose of the 
book to be “to present a comprehensive 
analysis of the problems encountered by 
marketing vice-presidents and sales man- 
agers in modern business enterprises and 
to discuss the policies that may be followed 
and the procedures that may be used in 
their solution.” 

The plan of the book consists of seven 
parts and proceeds logically from the in- 
ception of the product through the various 
Stages involved in setting up and admin- 
istering machinery for marketing it to the 
final task of checking the effectiveness of 
the tools, personnel, and operating methods 
used in the job. : 

The Introduction defines the scope and 
nature of Sales Management as the author 
uses the term and describes its setting in the 
economic and business system. 

In Planning the Product the author deals 
with the managerial problems involved in 
product development, product testing, es- 
tablishing and administering brand and 
trade-mark policy, packaging, and labeling. 

Investigation of the Market deals with 
the purposes of quantitative marketing re- 
search and treats in considerable detail the 
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methods of determining market potentials, 
sales potentials, and sales quotas. 

Part IV, Pricing and Product, treats of 
the nature of the pricing process, the fac- 
tors that influence managerial price deci- 
sions and the details involved in the admin- 
istration of pricing policy. 

Planning the Sales Effort is a large sec- 
tion, embracing about a fifth of the book, 
and does not hang together as well as the 
others. It includes a discussion of sales or- 
ganization structure, the selection of sales 
methods, the making of the sales budget, 
the scheduling and administration of sales 
programs and campaigns, and the man- 
agerial problems arising with respect to 
warranties and service policies. The last sub- 
ject seems a little out of place in its dis- 
tinguished company. 

Part VI, Management of Sales and Service 
Personnel, embracing between 35 and 40 
per cent of the total pages of the book, in- 
cludes chapters dealing with recruiting and 
selection of salesmen, training, supervision, 
the administration of salesmen’s reports, 
stimulation of salesmen, assignment of sales- 
men’s tasks, measuring performance, and 
methods of compensation. 

The final section, dealing with the Con- 
trol of Sales Operations, is the only one in 
which there is the slightest room for any 
feeling that the author skimped on either 
materials or workmanship. It is a short sec- 
tion of only one chapter which, while it is 
good, leaves one with the impression that 
the author, weary and anxious to finish, did 
not treat its subject matter with the same 
top-notch scholarship and meticulous at- 
tention to detail which characterize the 
other parts of the book. 

Professor Phelps’ book is well written. 
Its outline is clear and logical throughout. 
The language is simple; it reads easily and 
is interesting. This is especially significant 
in view of the fact that in its approach this 
book is analytical to a much greater degree 
than any other in the field. The treatment 
is made highly realistic by a wealth of il- 
lustrative material. 

Teachers of marketing management can 
say of Phelps’ book, “If a problem isn’t dis- 


cussed in Phelps, no discussion of it has 
ever been published.” Every page gives ev- 
idence of the author’s exhaustive search of 
published sources and of his prolific use of 
personal contacts in collecting materials. 
As a matter of fact, the very excellence of 
its scholarship may prove to be the book’s 
gravest weakness. Many students, perhaps 
some professors, are likely to feel somewhat 
overwhelmed when they are faced with the 
monumental physical proportions to which 
the careful and painstaking scholarship of 
its author inevitably led. Anyone who reads 
the book, however, and absorbs the material 
in it will have a most complete knowledge 
and thorough analytical understanding of 
the work of marketing management. 
R. S. ALEXANDER 

Columbia University 


A COMPREHENSIVE CLASSIFIED MARKETING 
BIBLIOGRAPHY, Part II, by David A. Rev- 
zan. (Berkeley: University of California 
Press, 1951. Pp. 408: $3.50.) 


Just as a couple of university teachers of 
Marketing were about to write to the editor 


of the JOURNAL OF MARKETING to inquire if | 


the JouRNAL had available a classified index 
of articles published during the past ten 
years, along comes a “classified marketing 
bibliography” by David A. Revzan. Its di- 
vision into articles and other publications 
put out before 1930 and those appearing 
after 1930 strikes one as helpful, since the 
developments of the years since 1930 are 
more extensive. 

In Part II are included articles primarily 
from professional journals. A sampling of 
562 items, of the 4403 listed, shows that 
about a fourth are from the JOURNAL OF 
MARKETING, and substantial numbers are 
from such sources as: American Manage- 
ment Association, Journal of American Sta- 
tistical Association, Harvard Business Re- 
view, Journal of Retailing, Department of 
Commerce and Survey of Current Business, 
and Journal of Business of the University 
of Chicago. 

Other sources include the U.S. Depart- 
ment of Agriculture, Annals of the Ameri- 
can Academy, Advertising Research Founda- 
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tion, The Economic Journal, American 
Economic Review, and the Universities of 
Illinois, Michigan, Minnesota, Buffalo, 
Pittsburgh, Cornell, Ohio, California, Colo- 
rado, Pennsylvania, and other universities. 

As to the subjects under which the arti- 
cles and monographs should be classified, 
the author states, “the selection of the sub- 
ject headings presented a real problem, be- 
cause the field of marketing is so complex, 
and no single plan can envision all of the 
needs of persons using such a bibliography.” 
This reviewer believes that the classification 
developed will be very useful to teachers of 
marketing. 

The subject headings are as follows: Ad- 
vertising, Area Structure, The Consumer, 
Control (Budgetary, etc.), Costs and Effi- 
ciency, Functions, General Marketing, Gov- 
ernment Regulation, History and Trends, 
Marketing Agricultural Products, Market- 
ing of Manufactured Consumers’ Goods, 
Marketing of Industrial Goods, Marketing 
of Services, Marketing Research, Prices and 
Price Policies, Retailing, Sales Manage- 
ment, Statistical Methods, Teaching of Mar- 
keting, Trade Marks, etc., Wholesaling, Un- 
classified, Author Index, and Subject Index. 

Teachers and writers in Marketing will 
welcome this bibliography as a working tool 
for frequent use. Just looking over a few 
hundred items gives one an impression of 
the vastly extended field occupied by many 
of the subjects annotated. The author 
should have the grateful thanks of the many 
who will find his compilation very helpful. 

ERNEST S. BRADFORD 
Manhattan College 


As Customers LIKE It, by W. E. Saw- 
yer and A. C. Busse. (New York: Funk & 
Wagnalls Company, 1951. Pp. 140. $2.50.) 
In Part I, The People You Sell (56 pp.), 

the retail salesman is exhorted to get on 

the other side of the counter and under- 
stand his customer, then he is given six 

Principles You Sell By (Part II, 61 pp.), and 

finally a Plan To Sell Yourself (Part III, 17 

pp.) is detailed. 

The first and last sections seem to be di- 
rected to improving the techniques of the 


retail sales person. He is urged to “treat 
each customer like a rich uncle,” told to 
“paint word pictures,” counseled to “sell 
products to answer problems,” and advised, 
“when you don’t know, say so.” In the sec- 
ond section, however, the authors appear to 
have added to their audience the store 
owner or operator. They discuss taxes, li- 
censes, turnover, brand policies, and other 
matters of executive concern. : 

President Robert A. Whitney of National 
Sales Executives, in his introduction, says 
this book is designed for and should be of 
value to retail sales people and executives, 
educators and students, and “the many 
thousands of... youth ...who each 
year seek jobs in retail stores.” We do not 
question its value to those retail sales peo- 
ple who will read it. (Certainly it is easy to 
read.) Executives—not mere store-keepers— 
will probably seek their guides to better 
merchandising elsewhere. Educators and 
students will want better organized and 
more dignified treatments of salesmanship. 
The thousands of youth who annually start 
selling in retail stores would no doubt be 
stimulated by reading of the practical ap- 
plication of successful techniques in the 
creation of sales. 

The book is written in a very familiar 
style. That may be both an advantage and 
a disadvantage: It is easy to read, but it is 
also easy to violate the canons of good taste, 
e.g., “How to Make a Sale Have Pups” (sub- 
title to Chapter 9). 

It is a saving grace that the authors make 
no pretense at profundity and only try to 
popularize elementary fundamentals of per- 
sonal selling. 

Henry A. Burp 
University of Washington 


THE NATURE AND TAX TREATMENT OF CapI- 
TAL GAINS AND LossgEs, by Lawrence H. 
Seltzer. (New York: National Bureau of 


Economic Research, 1951. Pp. 554. $7.50.) 


This is an important study of a subject of 
continuing controversy among tax students. 
The definition and tax treatment of capital 
gains and losses are of more than academic 
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interest. They are of considerable signifi- 
cance in the tax system and in the workings 
of the modern economy. Professor Seltzer, 
with the assistance of Selma F. Goldsmith 
and M. Slade Kendrick, has produced a 
scholarly and thought-provoking analysis of 
capital gains and losses, of alternative meth- 
ods of tax treatment, and the economic ef- 
fects of such treatment. The analysis is 
based largely upon Treasury income statis- 
tics for the period 1917-1946, with some 
needed adjustments for purposes of making 
comparisons, and certain other data show- 
ing trends in economic behavior. Some ref- 
erences are made to the reactions of particu- 
lar persons or groups to capital gains 
taxation, but the study, in the main, deals 
with aggregative action. 

The author disclaims any purpose to pre- 
sent specific policy recommendations. He 
endeavors to provide an objective, critical 
analysis of the basic economic data and the 
opposing arguments required for the inde- 
pendent, but informed, judgment of the 
reader. No program for the tax treatment of 
capital gains and losses is therefore outlined. 
The reader may draw the impression, how- 
ever, that the author favors an allowance 
for capital gains and losses in taxable in- 
come, even though no recommendation is 
made for the method of taxation or the tax 
rate to be applied. 

It appears to be assumed in the study that 
the federal government will probably con- 
tinue to tax capital gains in some manner, 
without any immediate drastic changes in 
fundamental tax policy. To the reviewer, 
these are logical conclusions. They are in 
no way inconsistent, in his opinion, with 
the purpose to provide an impartial survey 
and analysis of the capital gains question. 

The study assembles a great amount of 
valuable material dealing with the histori- 
cal, legal, economic, and financial aspects of 
capital gains taxation. The effects of capi- 
tal gains taxation have always been con- 
troversial. The type of investment chosen 
and the times that capital gains or losses 
may be realized may be affected by taxation. 
Professor Seltzer finds that the top income 
groups have been “clearly and markedly 


sensitive” to taxation in deciding to realize 
or defer capital gains or losses. He is con- 
vinced, however, that the realization of capi- 
tal gains or losses is generally influenced 
much more by changes in the prices and 
turnover of capital assets than by taxation 
or the national income level. 

An attempt to solve the capital gains con- 
troversy by disregarding such gains in taxa- 
tion would not remove administrative com- 
plications and disputes with the taxpayers, 
nor would it greatly reduce the distortions 
of business transactions which may be in- 
duced by taxation. To exempt capital gains 
from taxation, troublesome complications 
of definition would have to be overcome. 
To exempt them would also invite a rush 
on the part of the taxpayers to obtain their 
incomes in such a manner as to win tax ex- 
emption. While capital gains revenues are 
relatively small and erratic, the tax treat- 
ment of capital gains and losses is of sub- 
stantial financial as well as economic im- 
portance. 

The pros and cons of taxing unrealized 
capital gains and of various methods of tax- 
ing capital gains, on a basis of averaging 
over a period of years or otherwise, are pre- 
sented. There is also a discussion of the con- 
siderations involved in taxation at a mod- 
erate flat rate or with graduate rates. Meth- 
ods of tax avoidance are appraised, along 
with methods for closing tax loopholes. The 
discussion of particular topics is necessarily 
limited, and the reader may feel that some 
of them should have had a fuller discussion. 
He may also feel that inadequate weight has 
been given to certain data and too much to 
other factors. 

The study concludes with the observation 
that the appropriate tax treatment of capi- 
tal gains and losses remains a controversial 
question, that the present treatment is the 
outgrowth of controversy and experiment, 
and that changes will probably come as a 
result of considerations of equity, econom- 
ics, revenue, practical administrative ex- 
pediency, and other factors. The reader is 
left with the problem of deciding what, if 
anything, should be done about capital 
gains taxation. He will have at hand, how- 
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ever, much relevant and helpful informa- 
tion which has been developed by careful 
research and intelligent analysis. 

ALFRED G. BUEHLER 
University of Pennsylvania 


CoNsUMER MARKETS, 1951-1952, published 
by Standard Rate and Data Service, Inc. 
(Evanston: Standard Rate and Data Serv- 
ice, 1951-52. Pp. 720. $10.00.) 


The current issue of Consumer Markets 
presents comparable market data on state, 
county and city levels based on the latest 
Census data. Estimates on population and 
sales for more recent dates are included. 

Statistics are available for retailing, 
wholesaling, manufacturing, and the service 
industries. Complete data are presented for 
each state and country and for cities of over 
5,000 population, while much of the infor- 
mation is grouped into tables covering cities 
of over 50,000 and the 300 largest industrial 
counties. A considerable amount of infor- 
mation on newspaper rates and circulation 
is also available. 

This volume is useful to the sales and ad- 
vertising manager who is concerned with 
either national or local problems. Rapid 
changes in population and in distribution 
of income make it necessary for manage- 
ment constantly to adjust sales territories, 
sales quotas, and advertising allowances. In 
this volume may be found population esti- 
mates for 1951 and sales estimates for 1950. 
A comparison with previous issues of the 
publication will provide the basic working 
data for understanding changes which have 
taken place in certain territories and for 
making plans for changes in sales and ad- 
vertising emphasis. 

For each county, estimated retail sales for 
1950 are given for the following nine classes 
of retail outlets: food stores, general mer- 
chandise, apparel stores, home furnishings, 
auto stores, filling stations, building mate- 
rial and hardware, eating and drinking 
places, and drug stores. The sales manager 
who wishes more detailed information may 
not find it, but he will find other informa- 
tion of valu For instance, sales for farm 
implement stores are not given, but there 


are data on the farm population, farm 
households, number of farm radios, and 
farm income. Included in the data on retail 
sales is an interesting index which indicates 
the increase in total retail sales between 
1940-1950. 

The wholesale data are limited to total 
sales and the number of wholesale outlets 
is 1948, date of the last Census of Business. 

Probably every person who uses a market- 
ing aid of this kind examines it carefully for 
accuracy. We are all aware that estimates of 
population and sales are not perfect. The 
publishers include a careful statement of 
their methods of making estimates. After 
studying this method and the estimates of 
territories with which he is familiar, each 
person must reach his own conclusion on 
the accuracy of the data; but since the same 
formula is used in computing gains in popu- 
lation and in sales for all counties and 
cities, it is obvious that the data for a par- 
ticular region may be incorrect. It has been 
demonstrated that in general such estimates 
are sufficiently accurate for all practical pur- 
poses if the material is used for a large ter- 
ritory. 

Teachers of marketing may find consider- 
able use for such a reference book. Having 
the student compare retail sales for his 
county with those of a county in a neigh- 
boring state makes a good class assignment. 
While the student may do this work by di- 
rect reference to the Census, it is worth- 
while to acquaint him with such a volume 
as CONSUMER MarKETs so that he may see 
how the practical marketing man secures 
his working data after the Census material 


has become out of date. Of course, the chief . 


value of the volume is to the sales manager 
who will use the new edition as a working 
tool in his office. 


RoserT C. LINE 
Montana State University 


THE AMERICAN FASHION INpDusTRY, by Jessie 
Stuart. (Boston: Simmons College, 1951. 
Pp. 78. No price given.) 

The introduction to this little book sets 
forth its purpose as follows: “This study 
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aims to analyze the women’s fashion indus- 
try in America, covering both its past his- 
tory and its present status. It is hoped that 
the information included will prove to be 
of some value and interest to people en- 
gaged in various sections of the industry 
and particularly to salespeople in retail 
stores who present, describe, and sell the 
products of this industry to the ultimate 
consumer.” And a couple of paragraphs 
later—“‘It is not intended to be a textbook 
as much as an informal presentation for 
store use.” 

The book is divided into two parts, I, 
The Development of the American Fashion 
Industry, and II, American Designers. In 
the first part, six chapters with the follow- 
ing titles, tell the story, past and present, of 
the industry: From Homecraft to Big Busi- 
ness; The International Ladies Garment 
Workers’ Union; The Ready-to-wear Indus- 
try Today; Style Piracy—A Fashion Prob- 
lem; Fashion Promotion; and Development 
of American Designers. The second part is 
devoted mainly to a rather exhaustive cata- 
loging of the leading American fashion de- 
signers, a total of 36 in New York City and 
11 in California. A chapter lists the winners 
of various fashion awards, in recent years, 
and the concluding chapter (one page) at- 
tempts to defend the role that fashion plays 
in the lives of the women of this country 
today. To the mind of a mere man (this 
reviewer) the defense is something less than 
completely convincing, but it is recognized 
that it is not written primarily for men, but 
for women, and it must be admitted freely 
that a logical statement of the role of fash- 
ion is not particularly essential to the con- 


tinued successful functioning of the fashion 
industry. 

This is a fascinating work, well written, 
and containing an amazing wealth of in- 
formation skillfully condensed into com- 
paratively few pages. The author obviously 
has an excellent grasp of her subject and 
the ability to set forth her knowledge in an 
interesting manner. In the section dealing 
with American designers, the characteristic 
and, to this reviewer, somewhat quaint 
patois of the field is in ample evidence. Such 
terms as “sophisticated”, “line”, “cut”, “‘be- 
comingness”, “collection”, “distinction”, 
“elegance”, “simplicity”, and “individual- 
ity” as applied to clothes and clothing de- 
sign occur over and over again in this 
charming treatment. Verily, the language of 
fashion is distinctive, different, and, to the 
initiated, doubtless meaningful. 

One looks in vain for any reference to the 
“style cycle,” a phenomenon basic to this 
industry. However, this is not necessarily 
a serious omission, considering the fact that 
no one really knows much about what 
causes it or keeps it going. Possibly some- 
thing of an explanation of the style cycle is 
implicit in the author’s statement that 
“Fashion is not a superimposed thing that 
is forced on the public, but rather one that 
grows out of the lives and activities of the 
women it serves.” The last sentence in the 
book is challenging—“The final criterion of 
any fashion is its selling appeal; if it doesn’t 
sell, it isn’t a fashion.” One is tempted to 
ask “then what is it?” 

A. BAKER 
John Carroll University 
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IRA D. ANDERSON 
Editor 


THE BOSTON CONFERENCE 
December 27, 28, 1951 


Over 300 AMA’ers converged on Boston 
to attend the Association’s 29th Semi-An- 
nual Conference held at the Hotel Kenmore 
in Boston. Attendance was somewhat ham- 
pered by weather conditions in the Mid- 
west, but those who came were well re- 
warded. Professor Edward C. Bursk, General 
Chairman of the Committee and his Pro- 
gram Chairman, Allen W. Rucker, with a 
very able committee, staged a program of 
stimulating talks by nationally known 
speakers. The full program appears below. 
Proceedings may be purchased at $2.00 each 
from American Marketing Association, 1525 
East 53rd Street, Chicago 15, Illinois. 


CONFERENCE PROGRAM 
Thursday, December 27 


g:15 a.m. GENERAL SESSION 

Chairman: Edward C. Bursk, Editor 
Harvard Business Review 

Is Marketing Effectiveness Slipping? 

“As the Retailer Sees It” 

William Applebaum, Asst. Gen. Mgr., Stop & 

Shop, Inc. 


“As the Manufacturer Sees It” 
Lawrence F. Whittemore, Pres., Brown Com- 
pany, Berlin, New Hampshire and Boston 


10:30 a.m. CONTINUATION OF GENERAL SEs- 
SION 

Marketing Effectiveness and the General Business 
Outlook 


Professor Malcolm P. McNair, Harvard Gradu- 
ate School of Business Administration 


10:30 a.m. TEACHERS PANEL SESSION 


Chairman: Professor Richard M. Clewett 
Northwestern University 
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Teaching of General Marketing 
“Problems in Teaching Basic Marketing” 

Professor Samuel C. McMillan, University of 
Connecticut 

Professor Ross M. Trump, Washington Univer- 
sity 

Professor Francis A. Wingate, Syracuse Univer- 
sity 

Professor Ralph F. Westfall, Northwestern Uni- 
versity 


12:30 p.m. LUNCHEON AND GENERAL SESSION 


Chairman: John Bidwell 
President, N.E. Chapter A.M.A. 
and Manager, Marketing Research Division 
Dewey & Almy Chemical Company 


How Long Will the Free Market be Free? 
Dr. Emerson P. Schmidt, Director, Economic 
Research Dept., Chamber of Commerce of 
U. S., Washington, D. C. 
Television Today—Its Impact on People and Prod- 
ucts 
(An Industry-Wide Research Presented in Moving 
Pictures) 
Robert W. McFadyen, Manager, Television 
Sales Planning and Research Department, 
National Broadcasting Company 


2:30 p.m. TEACHERS PANEL SESSION 
Chairman: Professor Leonard J. Bisbing 
Marquette University 
Teaching of Market Research 


“Original Research Projects by Students in Mar- 
keting Research Classes” 
By the Chairman 
“Services of Supplementary Work Used in Market- 
ing Research Classes” 
Professor David J. Luck, Michigan State Uni- 
versity 


3:30 p.m. CONCURRENT PANELS: DIGEST AND 
REVIEW OF MARKETING LITERATURE 
Government Publications 


Chairman: Cyrus S. Kauffman, President 
Cyrus S. Kauffman & Associates, Washington, D. C. 


“What Information is Available in Washington 
and How to Get It” 
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Roy B. Eastin, Superintendent of Documents, 
U. S. Government Printing Office 
Dr. Howard L. Stier, Director, Division of Statis- 
tics, National Canners Association 
“Marketing Uses for Input-Output Data” 
W. Duane Evans, Bureau of Labor Statistics, 
U. S. Department of Labor 
“State and Local Sources of Data” 
John P. Alevizos and Russell E. Cosgrove, Bos- 
ton University 


Marketing Research Literature 
Chairman: Donald M. Hobart 
Vice-President and Director of Research 
Curtis Publishing Company 
Philadelphia, Pennsylvania 
“Main Currents in Marketing Literature” 
Wroe Alderson, President, Alderson & Sessions, 
Philadelphia 
“The Teacher Looks at Marketing Literature” 
Professor Wendell R. Smith, State University of 
Iowa 
“Marketing Literature and Marketing Problems” 
Royal E. Davis, Manager, Sales Research Dept., 
The Goodyear Tire & Rubber Company 
Advertising Management Literature 
Chairman: S. R. Bernstein, Editor, Advertising Age 
“Consumer Marketing” 
Professor Neil H. Borden, Harvard Graduate 
School of Business Administration 
“Industrial Marketing” 
Willard M. Fox, Director of Marketing Re- 
search, Remington Rand, Inc., N. Y. 
“Service and Institutional Marketing” 
Professor Richard M. Clewett, School of Com- 
merce, Northwestern University 


3:30 p.m. TEACHERS PANEL SESSION 
Chairman: Professor Ralph H. Oakes 
Loyola University 
Teaching of Sales Management 
“Research in Sales Training” 
Professor J. S. Schoff, City College of New York 
“Content of Sales Management Courses” 
Professor D. M. Phelps, University of Michigan 
“Curriculum for Future Sales Managers” 


Professor Kenneth Lawyer, Western Reserve 
University 


6:30 p.m. DINNER AND GENERAL SESSION 


Chairman: Allen W. Rucker, President 
The Eddy-Rucker-Nickels Company 
Cambridge, Massachusetts 


“What to Do about Preserving the Free Market?” 
Dr. Floyd A. Harper, Author of “The Crisis of 
the Free Market”, “The World’s Hunger”, 
etc., The Foundation for Economic Educa- 
tion, Irvington-on-Hudson, N. Y. 


Friday, December 28, 1951 


g:15 a.m. GENERAL SESSION 


Chairman: Daniel Bloomfield 
Director Boston Conference on Distribution 
Boston, Massachusetts 
“Marketing Management: Its Growing Responsi- 
bilities and Opportunities” 
Robert F. Elder, Marketing Consultant, Boston, 
Massachusetts 


g:15 a.m. TEACHERS PANEL SESSION 


Chairman: Professor Vance Chamberlin 
Fenn College 


Teaching of Advertising 


“Recent Developments in Advertising, and How 

They Affect the Teaching of Advertising” 

Professor Kenneth Dameron, Ohio State Uni- 
versity 

Charles G. Ellington, Harvard Graduate School 
of Business Administration 

Kenneth A. Grubb, Department of Commerce, 
Washington, D. C. 

Professor Karl H. Krauskopf, The Ohio State 
University 

Albert Lynd, Batten, Barton, Durstine & Osborn 


10:30 a.m. CONCURRENT PANELS: CAsE His- 
TORIES IN MARKETING EFFECTIVENESS 
Distribution Costs 
Chairman: Professor Richard M. Clewett 

Northwestern University: National Chairman 

A.M.A. Committee on Distribution Costs 
“Finding Practical Ways to Increase Distribution 
Efficiency” 
Charles W. Smith, McKinsey & Company, New 
York 
“New Light on Cost Principles in a Drug Store” 
Prof. Orin E. Burley, University of Pennsylvania 
“Recent Changes in Distribution Costs” 
Prof. Paul D. Converse, University of Illinois 
Pricing 
Chairman: Professor Milton P. Brown 
Harvard Graduate School of Business Administration 
“A New Pricing Principle for Job-Shop Product 
Pricing” 

Richard L. Hapgood, Senior Consultant, The 
Eddy-Rucker-Nickels Company, Cambridge, 
Massachusetts 

“Pricing in Mail Order Selling” 
John A. Smith, John A. Smith & Staff, Boston 
“Controlled Experimentation in Pricing” 


Richard F. Spears, Asst. to V.P., Stores Opera- 
tion, Stop & Shop, Inc. 


503 
= 
t 
a 
= 
4 
i+ 


504 


THE JOURNAL OF MARKETING 


Advertising Effectiveness 
Chairman: Dr. Virgil D. Reed, Vice President 
J. Walter Thompson Company, New York 
“Wanted: 480,000 Women” 
Thomas S. Repplier, President of the Advertis- 
ing Council, Inc. 


“Bendix Home Appliances: College Case History 


Raymond E. Miller, Sales Promotion Manager, 
Bendix Home Appliances Division, AVCO 
Manufacturing Corporation 

“The Case for Oranges” 

Dr. Julian L. Watkins, Creative Account Execu- 

tive, J. Walter Thompson Company 


Advances in Marketing of Food and Fibres and 
Their Products 
Chairman: Dr. Harry C. Trelogan 
U.S. Department of Agriculture, Ass’t Administrator 
Agricultural Research Administration 


“Marketing Studies in an Agricultural Research 


“Planning a New Wholesale Produce Market for 
Boston” 
William C. Crow, Production and Marketing 
Administration, U. S. Dept. of Agriculture 
“Coordinating the Marketing of Florida Citrus 
Fruit” 
George H. Goldsborough, U. S. Dept. of Agri- 
culture 
“Consumer Reactions to Agricultural Products at 
Industrial and Household Levels” 
Mrs, Trienah Meyers, U. S. Dept. of Agriculture 


10:30 a.m. TEACHERS PANEL SESSION 


Teaching of Industrial Marketing 
Chairman: Professor Ross M. Cunningham, M.L.T. 
“Nature and Scope of the Industrial Marketing 
Course” 
Professor Alfred L. Seelye, University of Texas 
Discussion by: 
Professor Samuel C. McMillan, U. of Conn. 
Professor Thomas A. Staudt, Indiana 


12:30 p.m. LUNCHEON AND GENERAL SESSION 


Chairman: Professor George H. Brown 
University of Chicago 
President, American Marketing Association 


Business Meeting of the National Association 


2:30 p.m. GENERAL SESSION 
Chairman: Professor Ross M. Cunningham 
Massachusetts Institute of Technology 
How Management Uses Marketing Research (Case 
Histories) 
Shea Smith III, Manager Business Research, 
and Howard J. Heffernan, General Manager 


of Sales, Monsanto Chemical Company, Ev- 
erett, Massachusetts 

D. E. Megathlin, Director of Market Research 
and W. O. Forssell, Divisional V.P., Kendall 
Mills, Walpole, Massachusetts 

Frank W. Mansfield, Director of Sales Research 
and Terry P. Cunningham, Director of Ad- 
vertising and Sales Promotion, Sylvania Elec- 
tric Products, Inc. 


2:30 p.m. TEACHERS PANEL SESSION 


Chairman: Donald K. Beckley, Director 
Prince School of Retailing, Simmons College 


Teaching of Retailing 
“What Retailers Expect in Retail Education” 


Mr. George Hansen, President of Chandler & 
Co., Boston; President of the NRDGA 


“What is Wrong with Retail Education?” 
Professor Arthur Einstein, Pennsylvania State 
College 


“The Future for Schools and Departments of Re- 
tailing” 
Professor W. K. Dolva, Washington University 


MINUTES OF THE BUSINESS 
MEETING, AMERICAN MARKETING 
ASSOCIATION 


Friday, December 29, 1951 
Hotel Kenmore—Boston 


The National President, Mr. George H. 
Brown, opened the business meeting after 
lunch at 2:15 p.m. There were approxi- 
mately 160 members present. 

Mr. Brown introduced the staff of the 
JOURNAL OF MARKETING who were sitting to- 
gether at one table. Present at this table were 
E. R. Hawkins, Editor-in-Chief; Albert W. 
Frey, Managing Editor; Thomas J. McGann, 


Business Manager; Clyde W. Phelps, Lin- 


coln Clark, Ralph Cassady, Jr. and Steuart 
H. Britt. 


Report of the Secretary 


The National Secretary, Mr. Ira D. An- 
derson, reported that total individual mem- 
bership as of November 30, 1951, was 3798 
of which 3257 were regular and 541 were 
associate. 

He stated that company memberships to- 
taled 52 as of November 30, 1951. An analy- 
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sis of these company members by type was 
as follows: 


Advertising Agencies 2 
Marketing Research & Management 
Consultants 13 
Manufacturing—Consumers Goods 11 
Manufacturing—Industrial Goods 6 
Publishing and Radio 13 
Wholesaling and Retailing ” 


Mr. Anderson reported that the Associa- 
tion has three new chapters: Buffalo-Niag- 
ara (New York), Miami (Florida), and Con- 
necticut (Hartford). 

He reported on publications as follows: 
1952-53 National Roster to be published in 
October, 1952. Members could expect to re- 
ceive their questionnaires around February 
ist. The Student Marketing Club Newslet- 
ter is now being edited by Professor J. D. 
Butterworth, chairman of the Student Mar- 
keting Club Committee. Efforts are being 
made to distribute the student newsletter to 
all student members rather than just to the 
club officers and faculty advisers as is now 
the case. 

He reported on the Central Office staff as 
follows: a) There are now five full-time, and 
two part-time members of the staff. b) The 
office space has been crowded for some time 
and the Board has approved moving into 
larger quarters in the same building. 


Report of the Treasurer 


The National Treasurer, Mr. Donald E. 
West, reported that the Association, at the 
half-way mark, is in a healthy financial con- 
dition. Total income was $39,182.38, al- 
most equal to the budget figures for the en- 
tire year. Expenses were $14,201.86, giving 
us an excess of income over expenses of $24,- 
980.52. He warned, however, that the rate 
of income will diminish from now on while 
expenses will go on at approximately the 
same rate, because most of our income is re- 
corded in the first six months of the fiscal 
year. This good financial condition is partly 
due to the efforts of the business manager 
of the JouRNAL, Mr. Thomas J. McGann, 
to put that publication on a self-sustain- 


ing basis. The Association’s subsidy has 
dropped to less than half last year’s pay- 
ments. 


Report on Committee Activity 


The National President, Mr. George H. 
Brown, reported on the work of some of 
the committees. He stated that the Sustain- 
ing Membership Program is progressing 
steadily. He told the membership that the 
Board of Directors is studying carefully a 
program which will make the best use of 
the funds made available through the Sus- 
taining Membership Program. He said that 
the Executive Committee will prepare a 
budget outlining their recommendations 
for the appropriate use of these funds on 


the assumption that the total income will 


expand. 

He also reported that the Board of Direc- 
tors approved underwriting part of the ex- 
pense of publishing the book “Marketing 
in Canada” to be prepared under the su- 
pervision of the Toronto and Montreal 
Chapters. The book is to be directed toward 
compiling information on marketing in 
that part of North America. 

Mr. Brown stated that the Membership 
Committee under the leadership of Dr. 
Warren W. Leigh has formulated plans 
for increasing individual membership and 
within the next few months each member 
will be asked to participate in the member- 
ship campaign. 

Mr. Brown spoke briefly of the work of 
the Student Marketing Club Committee 
under the chairmanship of Professor J. D. 
Butterworth. He stated that the first annual 
Students Conference was being held in Bos- 
ton concurrently with the regular AMA 
Conference. Representatives from many 
clubs were present. 

“The Research Advisory Committee un- 
der the chairmanship of Gordon Hughes is 
the machinery by which the Association 
makes marketing counsel available to other 
groups,” said Mr. Brown. He reported fur- 
ther that the Committee was already work- 
ing with the Housing Authority in Wash- 
ington in an advisory capacity. 
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Mr. Brown announced that the next con- 
ference would be held at the Netherland- 
Plaza Hotel in Cincinnati on June 16, 17, 
18, 1952. He stated that the Conference 
Committee was already in operation and 
promised a good meeting. 

He also mentioned that the next winter 
conference would be held at the Palmer 
House in Chicago on December 27, 28 and 
29, 1952. This is the regular joint meeting 
with other allied social science groups 
which is held every three years. 

The following resolution was proposed 
and approved by the members present: 


RESOLVED that the American Marketing As- 
sociation express its sincerest thanks to the 
Boston Conference Committee for the effi- 
cient way in which it prepared and con- 
ducted the entire convention proceedings, 
and 
REso.vep further that the Secretary of the 
American Marketing Association present 
this resolution in writing to the Boston 
Conference Committee. 
Respectfully submitted, 
Marguerite Kent 
Assistant Secretary 


New Members 


The Association welcomes the following 
new members who joined during the period 
from November 1, 1951 through January 


31, 1952: 


Adams, Joe H. 

33 S. W. 2nd Ave., Miami, Florida 
Alvarado, John Edward 

21-45 23rd Street, Long Island City 5, N. Y. 
Anderson, William D. 

Henry Disston & Sons, Inc., Philadelphia, Pa. 
Annett, Paul 

20085 Votrobeck Ct., Detroit 19, Mich. 
Backman, James E. 

Inst. of Applied Arts & Sciences, Utica, N. Y. 
Baen, Jack N. 

146 W. Nedro Ave., Philadelphia 20, Pa. 
Barber, Evelyn Elaine 

Cockfield Brown & Co., Ltd., Toronto, Canada 
Barry, Jack 

345 West 86th St., New York, N. Y. 
Baylis, A. J. 

3777 Cote Des Neiges, Montreal, Canada 
Bengston, Roger E. 

Green Giant Co., Le Sueur, Minn. 


Berner, Donald C. 
142 Glenview Ave., Wyncote, Pa. 


Berry, James R. 
The B. F. Goodrich Co., Akron, Ohio 
Blair, Augusta 
Burke Marketing Research, Inc., Minneapolis, 
Minn. 


Blake, Robert M. 
Minute Maid Corp., New York 22, N. Y. 
Bonham, Harry D. 
University of Alabama, University, Ala. 
Bostrom, C. William, Jr. 
The American Hardware Corp., New Britain, 
Conn. 
Bovet, Eric D. 
1502 Fort Hunt Rd., Alexandria, Va. 
Boyd, Kent 
Bruce B. Brewer & Co., Kansas City 6, Mo. 
Brockenbrough, E. W. 
Inst. of Shortening & Edible Oils, Inc., Washing- 
ton, D. C. 
Brown, R. J. 
La Revue Moderne, Montreal, Canada 
Bubb, Robert S. 
American Brake Shoe Co., New York 17, N. Y. 
Buzzard, John A. 
8 Irving Road, Weston, Mass. 
Chatfield, W. F. 
Shaw-Walker Co., New York, N. Y. 
Chertok, William J. 
U. S. Atomic Energy Commission, Wilmington, 
Del. 
Clark, Robert N., Jr. 
Box 214, Lockport, N. Y. 
Clawson, C. Joseph 
University of California, Los Angeles 24, Calif. 
Clements, L. F. N. 
55 Lascelles Blvd., Toronto 12, Canada 
Cline, Paul V. 
212 Swan Street, Le Sueur, Minn. 
Cook, D. J. 
National Dairy Products Corp., 230 Park Ave., 
New York 17, N. Y. 
Cope, Donald Myers 
The Ohio State University, Columbus, O. 
Copenhaver, Billie Emory 
Miles Laboratories, Inc., Elkhart, Ind. 
Cotins, Ira 
Ad Detector Research Corp., New York 17, N. Y. 
Coveney, Richard J. 
Arthur D. Little, Inc., Cambridge, Mass. 
Crane, William M.., Jr. 
The American Brass Co., Waterbury 20, Conn. 
Cruise, R. M. 
Corbin Cabinet Lock Div., The American Hard- 
ware Corp., New Britain, Conn. 
Crum, William J. 
Dearborn Stove Co., Dallas, Texas 
Cubberly, George W., Jr. 
1661 N. W. 37th Ave., Miami, Fla. 
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Currie, Robert A. 
The Bell Telephone Co. of Canada, Montreal, 
Can. 
Curtin, E. L. 
25, Roosevelt Ave., Town of Mount Royal, Canada 
Danzig, Elliott R. 
Richardson, Bellows, Henry & Co., Inc., 2224 Lo- 
cust Street, Philadelphia 3, Pa. 
David, Robert Irving 
Riviera Apts., Baltimore 17, Md. 
Day, G. David 
1421 North Park, Indianapolis, Ind. 
Derry, W. C. 
Cockfield Brown & Co., Ltd., Montreal, Can. 
Deskins, Patty J. 
Young & Rubicam, Inc., Chicago, Illinois 
Dillon, Spencer Lamont 
7115 A Village Way, Houston, Texas 
Dinoff, Helen 
Route #5, Box #194, Toledo 5, Ohio 
Douglas, Beatrice M. 
127 Hale Street, Beverly, Mass. 
Draper, Catherine M. 
Foote, Cone & Belding, Inc., Montreal, Canada 
Dunbaugh, Frank 
August Dow Advertising, Inc., Miami, Fla. 
Durland, William D. 
W. D. Durland M.A.I., Marshall, Texas 
Eaton, Francis T. 
55 Gerry Road, Brookline, Mass. 
Ellis, Willard E. 
4270 Cavendish Ave., Montreal, Canada 
Engel, Robert F. 
The Cincinnati Enquirer, Cincinnati, Ohio 
Engle, Robert M. 
Felber Biscuit Co., Columbus 3, Ohio 
Finston, Howard V. 
270 Plaza Ave., Arcata, Calif. 
Firehammer, Welton E. 
Kimberly-Clark Corp., Neenah, Wis. 
Fisher, Robert N. 
The Stanley Works, New Britain, Conn. 
Fletcher, Gerald M. 
The Stanley Works, New Britain, Conn. 
Fletcher, Jean P. 
Bureau of Advertising, Chicago 1, Ill. 
Foss, Jean E. 
Industrial Surveys Co., Chicago 10, Ill. 
Friedlander, John B. 
Canadian Industries, Ltd., Montreal, Canada 
Gent, Newt 
Weekend Picture Magazine, Toronto, Canada 
Goldberg, Eli J. 
124-16—84th Road, Kew Gardens, New York 15, 
N.Y. 
Gordon, Ralph W. 
Sylvania Electric Products, Inc., Buffalo 7, N. Y. 
Gordon, Richard M. 
3211 N.W. 15th Street, Miami 35, Fla. 
Gornell, Ernest Charles, Jr. 
Box 314, Ancon, Canal Zone 


Gould, John M. 
Gould-Murray, Ltd., Brantford, Canada 
Graden, Harold R. 
203 Merion Ave., Alden, Pa. 
Graves, Mrs. Marian S. 
U. S. Census Bureau, Buffalo 3, N. Y. 
Gray, James A. 
Stockton, West, Burkhart, Inc., Cincinnati, O. 
Greever, Leddy 
Beech Aircraft Corp., Wichita 1, Kansas 
Greiling, Charles S. 
4191, Tayco Street, Menasha, Wis. 
Gross, Jay Rutter 
National Dairy Research Lab., Oakdale, N. Y. 
Hagar, John F. 
The Gardner Board & Carton Co., Middletown, 
Ohio 
Hammink, Harry 
46 High St., Farmington, Conn. 
Harrington, Edward W. 
6150 Tabor Ave., Philadelphia 11, Pa. 
Harris, Arthur B. 
Eastman Kodak Co., Rochester, N. Y. 
Hawkins, Durward E. 
General Electric Appliances, Inc., Miami, Fla. 
Heller, George G. 
2111 Grand Ave., New York 53, N. Y. 
Hessler, Ormond M. 
Hood Rubber Co., Watertown, Mass. 
Hindersman, Charles H. 
1717 Marilyn Lane, Cincinnati 31, O. 
Hodgkinson, Lloyd M. 
Consolidated Press, Ltd., Montreal, Can. 
Holm, Russell 
Green Giant Co., Le Sueur, Minn. 
Hooper, Mrs. Ethelyn 
280 Summer St., Buffalo 22, N. Y. 
Hops, James H. 
University of Kansas, Lawrence, Kan. 
Hosking, Floyd J. 
Corn Ind. Research Foundation, Washington 4, 
D.C. 
Hottman, William A. 
1519 Northgate Road, Baltimore 18, Md. 
Hughes, Jack P. 
Class ‘A’ Weeklies, Montreal, Canada 
Hunt, Ruth L. 
Monsanto Chemical Co., Boston 49, Mass. 
Isaac, Rene A. 
British Export Trade Res. Org., New York, N. Y. 
James, Charles Oliver 
2140 S. W. 14th Terrace, Miami, Fla. 
Johnson, Roger M. 
Erwin, Wasey & Co., Ltd., Los Angeles, Cal. 
Jones, Richard P. 
Route #11, Minneapolis 22, Minn. 
Kafka, Fritz 
738 Longfellow St., N. W. Washington 11, D. C. 
Kavanagh, Robert E. 
General Electric Credit Corp., Boston 16, Mass. 
Keogh, Thomas J. 
Merck & Co., Ltd., Montreal, Canada 
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Kiefer, Frank X. 
Department Store Economist, New York 17, N. Y. 
Kiley, Wesley 
Blackhawk Mfg. Co., Milwaukee, Wis. 
Kirby, John S., Jr. 
Box 206, Indianapolis, Ind. 
Kolb, B. Helen 
Time, Inc., New York, N. Y. 
Kolimas, John Frank 
Oscar Mayer & Co., Chicago 10, Ill. 
Krogh, Carl C. 
Firth Sterling & Carbide Corp., Pittsburgh go, Pa. 
Kriesberg, Martin 
Production & Marketing Admin., Washington 25, 
D.C. 
Krone, Paul W. 
3405, Middleton Ave., Cincinnati 20, Ohio 
Kupfer, Harold A. 
General Motors Corp., Detroit 2, Mich. 
Lawson, H. L. 
Dobeckmun Co., 1700 Fifth St., Berkeley, Cal. 
Lennartson, Roy W. 
1605, Dale Drive, Silver Springs, Md. 
Lotze, J. R. 
862 Elmore Ave., Akron, Ohio 
Lutz, Robert G. 
The Great Road, Blawenburg, N. J. 
Lyness, Paul I. 
Curtis Publishing Co., Philadelphia, Pa. 
McCarthy, John L. 
John Wanamaker, New York, N. Y. 
McCarty, David J. 
RCA Victor, Camden, N. J. 
McDonald, Lee S. 
Oxford Research Assoc., Oxford, O. 
McGraw, Rosemary L. 
Burke Marketing Research, Inc., Cincinnati, Ohio 
Mackenzie, Joseph W. 
Electric Storage Battery Co., Philadelphia, Pa. 
Mahaffy, W. D. 
The Canadian Salt Co., Ltd., Montreal, Quebec, 
Canada 
Major, May Ann 
Industrial Surveys Co., Chicago, Ill. 
Markward, Joann 
Klau-Van Pietersom Dunlap Assoc., Inc., Milwau- 
kee, Wis. 
Martin, Vernon 
1 Auburn St., Boston 14, Mass. 
Mason, Jarvis Woolverton 
Wilson Haight & Welch, Inc., Hartford, Conn. 
Miller, Frank J. 
Chambre Advertising Agency, Inc., Miami, Fla. 
Minnelli, Frank P. 
Yale & Towne Mfg. Co., Philadelphia, Pa. 
Mosher, Philip D. 
L. A. Mosher Co., Atlanta, Georgia 
Mulholland, Joseph J. 
Clark Equipment Co., Battle Creek, Mich. 
Mykland, Muriel I. 
Servicios Mykland, Panama, R. de Panama 


Nathan, Seymour L. 
Chas. S. Nathan, Inc., New York, N. Y. 
Nichols, Robert G. 
The Kroger Co., Cincinnati, Ohio 
Nixon, G. 
Lightning Fastener Co., Ltd., St. Catherine, On- 
tario, Canada 
O’Brien, John V. 
Ruthrauff & Ryan, New York, N. Y. 
O’Connell, Thomas C. 
Philadelphia, Pa. 
Okumura, Takeshi 
Nippon Denpo Tsushinsha, Tokyo, Japan 
Olewinski, Roman J. 
3355 S. 11th St., Milwaukee 15, Wis. 
Otway, H. Horace 
The William Carter Co., Needham Heights, Mass. 
Owens, Ben L. 
National Analysts, Inc., Philadelphia, Pa. 
Parry, James T. 
2003 Burr St., Gary, Ind. 
Parsons, Geddes 
P & F Corbin Division, New Britain, Conn. 
Pauli, Hans 
U. S. Dept. of Agriculture, Washington, D. C. 
Pavlic, A. A. 
E. I. Du Pont de Nemours & Co., Wilmington, 
Delaware 
Perry, John H. 
E. I. Du Pont de Nemours & Co., Wilmington, 
Delaware 
Phillips, David H. 
Smith, Kline & French Labs., Philadelphia, Pa. 
Prince, June M. 
299 Tappan St., Brookline, Mass. 
Rahel, Walter E. 
De Laval Steam Turbine Co., Trenton, N. J. 
Rahn, Orlo J. 
405, S. Lincoln Ave., Davenport, Iowa 
Randall, H. B. 
Conn. Tel. & Elec. Corp., Meriden, Conn. 
Reynolds, J. B. 
Industrial Acceptance Corp., Ltd., Montreal, Que- 
bec, Canada 
Rhodes, James N. 
Hamilton Mfg. Corp., Columbus, Indiana 
Richards, James F. 
Standard Register Co., Miami, Florida 
Riddel, J. H. 
Capehart-Farnsworth Corp., Ft. Wayne, Indiana 
Rietveld, Marguerite 
Goodenow Grain Co., Goodenow, Ill. 
Riggins, Elizabeth H. 
The Curtis Publishing Co., Philadelphia, Pa. 
Roberts, Howard S. 
203 Owen Ave., Lansdowne, Pa. 
Rohrbach, Clayton J., Jr. 
Hutchins Advertising Co., Inc., Rochester, N. Y. 
Rosston, John W. 
Lucky Lager Brewing Co., San Francisco, Calif. 
Ruth, Thomas Gerald 
183 Indian Rd., Toronto, Ont., Canada 
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Sangster, John Thomson 

Industrial Acceptance Corp., Ltd., Montreal, Que- 

bec, Canada 

Savage, Hugh B. 

Hugh B. Savage C. A., Montreal, Quebec, Canada 
Sawyer, Howard G. 

James T. Chirurg Co., Boston, Mass. 
Schmidt, Allen William 

Wickwire Spencer Steel Division, New York, N. Y. 
Schwartz, Gerald 

Gerald Schwartz Public Relations, Miami, Fla. 
Schwarcz, George E. 

Willard Storage Battery Co., Cleveland, Ohio 
Segel, Joseph M. 

The Advertising Specialty Inst., Inc., Philadelphia, 

Pa. 

Selinger, Gerald F. 

Lee Ramsdell & Co., Inc., Philadelphia, Pa. 
Seril, William 

Recording & Statistical Corp., New York, N. Y. 
Shea, Frances 

Luncheon is Served, Media, Pa. 
Silvering, Gertrude 

Revlon Products Corp., New York, N. Y. 
Sinex, Harold Kipler 

Perfect Circle Corp., Hagerstown, Ind. _ 
Singleton, Norman R. 

Edward Graceman & Assoc., Hartford, Conn. 
Singow, William D. 

3826 W. Lake St., Chicago 24, Ill. 
Slater, Martha D. 

361 Northview Drive, Columbus, Ohio 
Smith, C. Warren, Jr. 

The W. H. Long Co., York, Pa. 
Sorber, Donald K. 

6314 Ross St., Philadelphia, Pa. 
Stonestreet, William M. Jr. 

Hall Bros., Inc., Kansas City, Mo. 
Stowe, Donald I. 

77 Larch Road, Cambridge 38, Mass. 
Summers, George W. 

57271/. Clemson St., Los Angeles 16, Calif. 


Thompson, A. Marsden 

General Motors Corp., Detroit, Mich. 
Thompson, John Martin, Jr. 

6630-C Crafton Ave., Bell, Calif. 
Thompson, William H. 

Iowa State College, Ames, Iowa 
Thornton, G. Kenneth 

Scovill Mfg. Co., Waterbury, Conn. 
Townsend, James E., Jr. 

Henry Disston & Sons, Philadelphia, Pa. 
Tremé, Wallace J. 

N. O. Public Service, Inc., New Orleans, La. 
Tucci, Mario J. 

Fordham University, New York, N. Y. 
Uridge, Owen F. 

WQAM, Miami Broadcasting Co., Miami, Fla. 
Velger, Nathan R. 

67 W. 175th St., New York 53, N. Y. 
Vinbury, Joseph T. 

The New Britain Machine Co., New Britain, Conn. 
Walden, Norman 

Reckitt & Colman (Canada) Ltd., Montreal, Que- 

bec, Canada 

Weaver, Robert H. 

“C” 46th Engr. Cons. Bn., Ft. Sill, Okla. 
Werler, Paul F. 

Archer-Daniels-Midland Co., Minneapolis, Minn. 
Westrate, Kent N. 

J. R. Brady & Assoc., Chicago, Ill. 
Whitney, William G. 

McKinsey & Co., Boston, Mass. 
Whyte, Jane 

General Foods Corp., New York, N. Y. 
Witham, Stephen A. 

General Foods Corp., New York, N. Y. 
Wonham, W. R. 

Vickers & Benson, Ltd., Montreal, Quebec, Canada 
Wright, William Webb 

F. W. Dodge Corp., New York, N. Y. 
Young, G. Geoffrey 

Stanley Works, New Britain, Conn. 
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Contents 

Volume XLII March, 1952 
An Economist's Confessions ]. H. Williams 
A General Theory of Bargaining J. Pen 
Underemployment Equilibrium Rates of Growth Robert Eisner 
A Theory of the System of Multilateral Trade K.-E. Hansson 
Cyclical Changes in the Balance of Trade S. G. Triantis 
The Stability of State and Local Tax Yields H. M. Groves and 

C. H. Kahn 
Domestic Air Line Self-Sufficiency H. D. Koontz 
Cost of Production, Price Control and Subsidies H. G. Brown 


Reviews of Books, Titles of New Books, Periodicals, Notes 


The AMERICAN ECONOMIC REVIEW, a quarterly, is the official publication of the American 
Economic Association and is sent to all members. The annual dues are $6.00. Address editorial com- 
munications to Dr. Paul T. Homan, Editor, American Economic Review, University of California 
45 Hilgard Avenue, Los Angeles 24, California; for information concerning other publications an 

activities of the Association, communicate with the Secretary-Treasurer, Dr. James Washington 
Bell, American Economic Association, Northwestern University, Evanston, Illinois. Send for in- 
formation booklet. 


JOURNAL OF THE 
AMERICAN STATISTICAL ASSOCIATION 


1108 16th St., N. W. Washington 6, D. C. VOL. 47 NO. 257 


Estimation for Sub-Sampling Designs Employing the County as a Pri- 


Some Applications of Statistics for Auditing ............ John Neter 
Latent Structure Analysis and its Relation to Factor | 

Fertility Trends and Differentials in the U.S. .......... Clyde V. Kiser 
Book Reviews 


THE AMERICAN STATISTICAL ASSOCIATION 


INVITES AS MEMBERS ALL PERSONS INTERESTED IN: 


1. Development of new theory and method 


2. Improvement of basic statistical data 
A S A 3. Application of statistical methods to practical prob- 
lems 


Please mention the JOURNAL OF MARKETING in writing advertisers 
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AMERICAN MARKETING ASSOCIATION * 
1952 CONFERENCE 
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When the manufacturer pushes more 
merchandise into one end of the pipe- 
line than the customer is taking out, lost 
profits and higher distribution costs fol- 
low. And the loss in profits increases as 
long as the problem remains unrecog- 
nized. 

To help you equalize this push-pull 
for profits, Selling Research offers you 


America’s Fastest Syndicated and Tailor- 
made STORE AUDIT SERVICE. 


Please mention the JOURNAL OF MARKETING in writing advertisers 
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SALES MANAGEMENT 


By Harold H. Maynard, The Ohio State University 
and Herman C. Nolen, McKesson and Robbins, Inc. 


Revised edition of a widely used textbook. While continuing to 
stress basic principles, it gives full consideration to the profes- 
sional advances which have been made in the field since the first 
edition appeared. It emphasizes the improved techniques for 
analyzing the work of salesmen, supervisors, branch managers, 
and staff assistants and gives consideration to the use of marketing 
research information in measuring sales potentials and opportuni- 
ties. Numerous problems, plus illustrations and exhibits which are 
drawn from the authors’ work and experience, enhance the value 
and teachability of the book. Instructor's Manual Available. 667 
pages, 36 illustrations, 10 tables. 


WHOLESALING 
PRINCIPLES AND PRACTICES 


By Theodore N. Beckman, The Ohio State University 
and Nathanael H. Engle, University of Washington 


Recognized by marketing authorities as the standard textbook 
on wholesaling, this volume provides a comprehensive, up-to-date 
description and analysis of the wholesaling structure, of wholesal- 
ing functions, and the management of wholesaling operations. In- 
corporates the latest statistical data available. Practical teaching 
suggestions and over 500 test questions are available in the Instruc- 
tor’s Manual accompanying the text. “It is obvious that this study 
has been built upon the solid foundation of research and experience 
in the field of wholesaling.” JOURNAL OF MARKETING. 746 pages, 
55 illustrations, 54 tables. 


Examination Copies Available 


THE RONALD PRESS COMPANY 
15 East 26th Street ° New York 10, N. Y. 


Please mention the JOURNAL OF MARKETING in writing advertisers 


| 
| 
| 4 
| 
| 
| | 
| i 
| 
| 
| 
| 


Ready in June 


Completely Revised Fifth Edition 
Of Maynard and Beckman’s 


PRINCIPLES OF MARKETING 


By HAROLD H. MAYNARD, Professor and Chairman, De- 
partment of Business Organization; and THEODORE N. 
BECKMAN, Professor of Business Organization—both of The 
Ohio State University. Revised by THEODORE N. BECK- 
MAN; with the assistance of WILLIAM R. DAVIDSON, As- 
sistant Professor of Business Organization, The Ohio State Uni- 
versity. 


This new, thoroughly revised edition of an outstandingly 
successful textbook provides a broad understanding of 
the fundamentals of marketing and of our marketing sys- 
tem. The approach used is predominantly functional and 
represents both the consumer and social point of view. 
Drawing upon recent data from a wide range of sources, the 
authors make full use of the quantitative and factual aspects 
of the subject. The various marketing institutions, func- 
tions, practices, and policies are treated in proper perspec- 
tive. Major emphasis is on principles derived from analyti- 
cal discussion of all pertinent phases encompassed by mar- 
keting as a field of economic study. Income as a factor af- 
fecting consumption is approached from the standpoint of 
the individual family and in terms of its impact upon spe- 
cific commodities or groups of products. 850 pages, 27 tables. 


Examination Copies Available 


THE RONALD PRESS COMPANY 
15 East 26th Street ° New York 10, N. Y. 
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Ready 
April 15 


RICHARD D. IRWIN, INC. 


HOMEWOOD, ILLINOIS 


The Revised Edition of 
PHILLIPS AND DUNCAN’S 


MARKETING 
Principles and Methods 


This new edition represents a thorough re- 
vision of the widely used marketing book by 
Phillips and Duncan. The text has been com- 
pletely rewritten and reorganized in the light 
of the experience of classroom users. The dis- 
cussion has been brought entirely up to date 
and now incorporates the most recent ma- 
terial, including pertinent data from the latest 


census. In the revision the chapters on pric-° 


ing have been expanded and rewritten and 
the fundamental principles of pricing have 
been applied to actual marketing situations. 
The section on retailing carefully differenti- 
ates between the problems of small-scale and 
large-scale business. Throughout the revi- 
sion more emphasis has been placed on mar- 
keting functions and marketing costs. The 
consumer approach, which made this text so 
popular in its first edition, is retained in this 
new edition. An exceptionally complete 
Teacher's Manual will be made available to 
adopters of the book. This manual will in- 
clude: suggestions for developing courses of 
various lengths; objective type questions for 
all chapters; and answers to review and dis- 
cussion questions at the close of each chapter. 
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Your “ACE IN THE HOLE” 
for Marketing Research Tabulations... 


With the largest and most diversified independent punched card 
tabulating service in the country, STATISTICAL can give you the 
personal service you want on marketing research tabulations. 
Coding and editing, punching, verification, preparation of tables, 


tabulating, percentaging, and typing—every phase of the job is 
handled quickly and accurately—without your having to bother 


with hiring and training or worry about equipment standing idle, re 

overtime, etc. 
In any emergency, and for your regular requirements, you'll , Ne 
find this experienced organization your “‘ace in the hole’’ for me 

marketing research tabulations. Phone or write our nearest office 

for full details. 


STATISTICAL TABULATING COMPANY 


Established Presiden’ 


Chicago 4, Ill, 53 West Jackson Blud. — Phone HA 7-2700 + New York 4, N.Y., 89 Broad St.— 


Phone WH 3-8383 + Newark 2, N. J., National Newark Bldg. — Phone MA 3-7636 
St. Louis 1, Mo., 411 North Tenth Street — Phone CH 5284 
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COMPILED, AND MADE READY 
FOR CHARTING... 


You can rest at ease when you turn over your survey 
figures to us. 


You see, the figures we send back to you are ready for 
charting. There’s no unnecessary delay. No transcribing 
into a formula is required. 


Furthermore, you get your figures exactly as you want 
them, when you want them. You can have them quick as 
a bunny, if necessary. 


We have the high-speed tabulating machines and the 
experienced personnel to do a most competent job for 
you. Many 4-A agencies, radio-TV people and publishing 
houses have relied on us for years. 


May we put our knowledge of market research problems 
to work for your organization? 


Recording & Statistical 


Chicago Boston Detroit 
100 Sixth Avenue, New York 13, N.Y. 


Tabulating service for every 
management need: 
Questionnaires for Research on 
Markets, Products, Public Opinion, 
and Industrial Relations 


Magazine Circulations, Radio and 
TV Network Coverages 


Readership Studies—Magazines, 
Newspapers 


Marketing Indices, Sales Potentials 


Corporation 


WOrth 4-8326 
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HOW TO WRITE ADVERTISING THAT SELLS. New 2nd Edition 


By Cryve Benet, Advertising Educator and Consultant; Lecturer, Northwestern University, 


In press 


This new and revised second edition presents the reader with a systematic and methodical approach § 


t© creative advertising. This is a practical manual for the student, discussing in detail the prob: 
lems of the advertising copywriter, the tools with which he works, the elements of selling strategy 
and the methods of applying them to produce effective advertisements. All material Ses been 
brought completely up to date. 


" BUSINESS FORECASTING. Principles and Practice 


By Frank D. Newsury. 273 pages, $4.75 


4 


This new text explains the principles of forecasting and their applications in terms of prices, sales, 
investment expenditure, business cycles, postwar planning an B samrgwey Forecasting is shown 


as an essential tool of management which can be properly dev 
Standing of basic economic principles. 


CHARTING. STATISTICS 


By Mary Eveanor Spear, Graphic Consultant, Bureau of Labor Statistics, U. 8. Department of 
* Labor; Lecturer in Graphic Presentation, The American University. In press 


A treatment of the practical graphic presentation of statistical data, depicting not only a of 
charts and their appropriate use, but also subject matter of economic interest. It is intended to 
help persons interested in putting a message in visual form before either a specialized audience 


/or the general public. It is also intended to promote a closer relationship and better understand- 


ing between the analyst and the drafting room or artist. 


POPULATION AND ITS DISTRIBUTION. New 7th Edition 
J. WALTER THompson Company, Advertising Agency. 428 pages, g x 11, $15.00 


As im previous editions this helpful book arranges facts and figures, compiled in the latest U. S. 
Census report, in a usable and convenient form. This volume reflects the shift in population and 
Sales, designates important markets and the areas they influence, provides complete figures for all 
towns Over 500 population, lists retail establishments, includes detailed data and maps for every 
county in every state, and offers a wealth of other general information of practical use in business. 


ADVERTISING PSYCHOLOGY AND RESEARCH—An Introductory Book 


By Darretzt B. Lucas, New York University, and Srzuarr HeNpERSON Britr, McCann-Erick 


son, Inc. 765 pages, $7.50 


An authoritative text for students of psychology and advertising. Both authors are psychologists 
working in the field of advertising who have drawn upon their psychological knowledge and every- 
day work as practitioners in the use of psychological methods in advertising. This book is unusual, 
since it combines psychological principles with extensive application of practical research methods. 


Send for copies on approval 


330 WEST 42mn STREET, NEW YORK 18, N. Y. 
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